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We Recommend--- 


The following loose leaf law Services, always up to date, as the complete and continuing 
answers to the vital problems presented by the Administration's Relief and Recovery Program. 


| ° | FEDERAL TRADE REGULATION SERVICE—A three-volume Service re- 
ndustria > porting all industrial control and recovery legislation such as the National 
Industrial Recovery Act and pertinent provisions of the Farm Relief (Agri- 


Control cultural Adjustment) Act, in addition to full reports on the basic Clayton and 
Sherman Anti-trust Acts and the Trade Commission Act and related laws 
L aws on the subject of federal regulation of trade. The Service, now in its eight- 


eenth year, and complete from the beginning to date, with continuing re- 
ports to May I, 1934, is priced at $35; to May I, 1935—$60, payable $25 on 
installation and $35 May 1, 1934. 


F d | STOCKS AND BONDS LAW SERVICE—The only complete reporter on Blue 
eaera > Sky law (including all the state laws, regulations, rulings and decisions, which 
will constitute the “Experience Table’’ for the new Federal Act), excellently 


Securiti es arranged, with new divisions for coverage of the new Federal Securities Act 
with all forms, rulings and regulations to date. In three volumes. Price, with 
Act continuing Service for period ending January |, 1935—$60, payable $30 on 


installation and $30 January |, 1934. Or, Federal volume only at $30, pay- 
able $10 on installation and $20 January I, 1934. 


New =P FEDERAL RESERVE AND BANK LAW SERVICE—A complete reporter 
on the Federal Reserve System since the beginning of the Federal Reserve 

B anking Board and on all federal banking laws including deposit insurance, National 
Bank Act, Banking Act of 1933, farm relief, farm loans, home loans, etc. 


Priced at $35 for 12 months and $56 for 24 months. 


ome INFLATION LAW SERVICE—A one-volume Service devoted to exposition of 
The > the measures designed to increase commodity prices and to bring about 
the credit adjustment represented by the Administration’s ‘‘New Deal’”’ 


| fl ti concept. Specially adapted for use in keeping currently informed on the 
nation revolutionary changes in the relation of the Federal Government to business. 
L The Service offers the only organized reporting system on all phases of the 
aw new “Inflation” Act and as a matter of general information also reports all 


new laws entering into the Roosevelt program. The special introductory price 
of $20 includes current reports to July 1, 1934. 


New > STANDARD FEDERAL TAX SERVICE—A four-volume Service embracing 
an unequalled compilation of past Federal tax decisions and rulings, with a 

Feder al super-index and many helpful features by way of finding lists and current 
rewrite bulletins. Full texts of effective Federal tax provisions and Regulations. 


T New tax provisions such as contained in the Emergency Farm Relief Act, 

axes Electrical Energy Tax, etc., Act, and Industrial Control Act, are incorporated 
in the Service, with all appropriate annotations, indexes, and explanations. 
Price for entire year 1934—$70. Or, the $20 Rewrite Federal Tax Service, 
for those who are not ready for the unabridged Service. 


New =3— BANKRUPTCY LAW SERVICE—A thorough exposition of the federal bank- 


ruptcy law, new and old, reporting currently on every development, including 


rules, forms, decisions, general orders, state exemptions, etc. Price, includ- 
Bankruptcy ing current reporting service for the next twelve months, $30; for 24 months, 
L aw $48. 


To Commerce Clearing House, Inc., Loose Leaf Service Division of The Corporation Trust Company, 
205 W. Monroe St., Chicago. 
Without obligation of any kind, send full information about the Services checked above. 
INGNG oo bos oak ore oe hae see wa sseeoe ee eee J-E 
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“WHERE TO, PLEASE? | 





ScaRCELY a day passes—sometimes scarcely 
an hour in the day—that you do not go 
visiting by telephone. It is truly the magic 
carpet that transports you, quickly and 
easily, to places you would like to be and 
people you would like to see. 
1 »Who can estimate the value of the 
telephone in the daily lives of millions of 
men and women... in time and money 
saved, in increased efficiency, in secur- 
ity and priceless help in time of need! 
Contact, communication, swift in- 
terchange of ideas-—these benefits 
the modern world offers you. The 





telephone is one of the chief instruments 
by which you can seize them. With it at 
your elbow you are ready for what may 
come—for opportunity, for emergency, for 
the brief word that may open a fresh chap- ~ 
ter in your life. 

Within the next twenty-four hours, sixty 
million telephone calls will be made over 
Bell System wires—each a separate, 
individual transaction, complete in 
itself. Yet your own calls will go through 
as quickly and efficiently as if the 
entire system had been built 
especially for you. 


AMERICAN TELEPHONE AND TELEGRAPH COMPANY 
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The Tennessee 
By ELLIS 
f iy Tennessee River development 


is one among several projects 

through which President Roose- 
velt hopes to terminate the present de- 
structive depression. This project has 
greater significance, however, as it has 
as its purpose the economic and social 
development of a great region under 
the guidance of the Federal Govern- 
ment. 

The key projects of this program are 
the development of the great potential 
power and other natural resources of 
this region. In the special session just 
ended, Congress enacted a bill setting 
up the Tennessee Valley Authority, a 
corporation whose function is to con- 
trol, construct, and operate improve- 
ments on the Tennessee River and its 
tributaries which will greatly improve 
navigation on the River, bring floods 
under control, and promote the pro- 
duction of electric power. Moreover, 
it is hoped that through improved 
navigation and abundant cheap power 
industrial growth will be stimulated. 


1W. G. Waldo, technologist for the Muscle Shoals 
Commission, Appendix to the Report of the Muscle 


Valley Project 
KIMBLE 


The Authority is also authorized to use 
some of the power produced in making 
materials for commercial fertilizers which 
are so badly needed on southern and 
eastern farms. This project also calls 
for reforestation of all lands in the 
valley suitable for such purpose and 
for the determination of the proper use 
of marginal lands. 


History of Legislation Affecting the 
Development of this Region 


The importance of this basin and the 
great benefits to be derived from im- 
provements on its rivers have long been 
recognized. The first official attempt 
to improve the Tennessee River was 
at the Muscle Shoals in 1824 when 
President James Monroe in his annual 
report to Congress submitted the report 
of his Secretary of War, John C. Calhoun, 
recommending a survey of Muscle Shoals 
as one of the three great works which 
he regarded as most important for im- 
provement of transportation facilities 
in the United States. As a result, a 
Sheals Commission in House hearings before the Com- 


mittee on Military Affairs, 69th Congress, second 
session. 
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preliminary survey was ordered in 1827 
and the resultant report in 1828 rec- 
ommended lateral canals around the 
Shoals. After spending $644,000 on the 
project, it was discovered that the locks 
ordered were those needed in the middle 
section only. Congress was, therefore, 
asked for $750,000 to complete the 
project. This request Congress refused. 
However, an appropriation of $57,000 
was allowed to complete the middle 
section. Of course, without further 
development what had already been 
done was useless and since no provision 
was made for maintenance, the whole 
project fell into ruin. 

In 1872 the United States army engi- 
neers recommended enlargement and 
repair of this old canal but later this 
recommendation was dropped and one 
asking for improvements of the open 
channel was adopted. This later rec- 
ommendation was accepted by Congress 
and the improvements were completed 
in 1900 at a cost of over $3,000,000. 

Between 1905 and IgI2 several ex- 
aminations and reports were made from 
the standpoint of joint navigation and 
power developments. In Ig915 an ap- 
propriation of $150,000 was authorized 
by Congress to be used by the Board 
of Engineers on Rivers and Harbors 
to complete surveys of Muscle Shoals, 
and their report was made in 1916. 


In the National Defense Act of 1916 
Congress granted $20,000,000 for the 
construction and operation of a nitrate 
plant. In 1917, $500,000 of this was 
used to acquire lands for the construc- 
tion of Wilson Dam at Muscle Shoals 
and in 1918 President Wilson authorized 
the use of $12,000,000 for the con- 
struction of this dam. Work was 
brought to a halt in 1921 because of 
lack of funds, with the dam about 35% 
completed. In 1921, the sum of $1o,- 
000,000 was asked for in a Senate bill 


for completion of the dam but this was 
rejected because the project was con- 
sidered to be without merit. 

In the years between 1917 and 1920 
two nitrate plants were built at Muscle 
Shoals at a cost of about $80,000,000. 

In 1922, $7,500,000 was appropriated 
for continuing work on Wilson Dam. 
This work was completed in 1925 after 
a total expenditure of $45,000,000. 

A long conflict as to the agent for the 
operation of the power and nitrogen 
fixation plants at this dam was begun 
in 1921 when bids were asked for from 
private companies. Although bills were 
introduced in every succeeding Con- 
gress, action was not had until the pas- 
sage of the Act creating the Tennessee 
Valley Authority in 1933. 

In 1922 Congress authorized a survey 
of the whole Tennessee basin and also 
authorized an expenditure of $200,000 
for the purpose. Again in 1925 and 1926 
acts were passed which increased the 
scope of the survey and authorized 
increases in expenditure up to $790,000. 
In 1927 a further expenditure of $300,000 
was authorized. A total of $1,090,000 
has thus been authorized and spent in 
surveys of this basin. 

The data collected by these surveys, 
says the engineer in charge of the com- 
plete report, are sufficient to permit 
formulation of general plans for de- 


velopment of the rivers on which these - 


proposed projects are located but not 
sufficiently definite with reference to 
detail investigation of dam sites to 
permit exact determination and detail 
layouts of the various projects. The 
cost of detail core-borings for the exact 
location of dams is very great; about 
$180,000 was spent in investigation of the 
dam site at Cove Creek. A great deal 
more, therefore, will have to be spent 
in such surveys before completion of the 
ultimate program of improvements. 
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By the Act of 1933, the Tennessee 
Valley Authority is authorized to issue 
bonds to the amount of $50,000,000 for 
development purposes. The Secretary 
of War or Secretary of the Interior is 
authorized to ‘build or to have built a 
dam at the Cove Creek site and turn 
it over to the Authority for operation. 
The Authority is authorized to complete 
Wilson Dam at Muscle Shoals and to 
equip and operate the fertilizer plants 
and power plants at this site, whenever 
the President deems it advisable. 


Description of the Basin? 


In the vicinity of Knoxville, Tennes- 
see, two smaller rivers, the Holston and 
the French Broad, unite to form the 


Tennessee River. From Knoxville, the 
Tennessee River flows generally south- 
west, enters Alabama, and flows across 
that State in a westerly direction, then 
turns north and west, again crosses 
Tennessee and finally flows across Ken- 
tucky where it empties into the Ohio 
River at Paducah, Kentucky (Map I). 

The main stem of the Tennessee River 
is 652 miles long. Its drainage basin 
comprises 40,600 square miles within 
which dwells a population of two million 
people. There is a fall of 500 feet in 
elevation between its source and its 
mouth, 100 feet coming in a stretch of 


* Report of the District?Engineer to the {Chief of 
Engineers, U. S. Army, House Document 328, 71st 
Congress, 2nd Session, part 1. 





MAP I 


e 
SPRINGFIELD 


emanate # 2 


MEMPHIS 2 


| | aaa aa 


LITTLE 
ROCK 





TENNESSEE RIVER BASIN AND POWER MARKET AREA 





. 2 
INDIANAPOLIS 









| 
{DAYTON = @coLUMBUS 








LOUISVILLE 


@ATLANTA \ 
~ 
t. AURORA LANDING 
2. PICKWICK LANDING 
-——-* — 
ee (Nee cemoemoe 3. WILSON DAM 
TALLAHASSEE 4. DAM NO. 3 
e 


S. GUNTERSVILLE 
6. HALES BAR 
7. WHITE CREEK 
8. COVE CREEK 

















328 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


17 miles at Muscle Shoals. There is no 
abrupt fall at any point as at Niagara, 
but a series of rapids covering a distance 
of 37 miles with a total fall of 134 feet. 
There is great variation of stream flow, 
the minimum recorded flow (4,300 
second feet) occurred in 1925 and the 
maximum recorded (481,000 second feet) 
occurred in 1898. The basin has an aver- 
age rainfall of 51.2 inches annually, 
part of it receiving the greatest annual 
rainfall in the United States with the 
exception of a small area in Oregon and 
Washington. Much of this precipita- 
tion comes in the months of March and 
April, causing destructive floods, while 
in the autumn months the flow is very 
low. 

The Tennessee basin is rich in natural 
resources, which are to a large degree 
undeveloped. The nature and extent of 
these resources are indicated in Tables 


I and II. 


Tas_e I, AcricuLTurAL Propucts, 1924.* 











Product Amount 
OW dc wises 4 ate ba deer to 47;997,000 bushels 
DOME ioe cauiies ek awels 2,187,000 bushels 
NER Rohe ce Saige acriiaia es 577,000 bushels 
OMNI so .escis 6 0+-4-050:4:0.0°8 837,000 bushels 
ASS aes et 963,000 tons 
Ee eer 475,000 bales 
I Soo Sale oaSoce ae oie 38,635,000 pounds 


White potatoes.......... 


2,300,000 bushels 
Sweet potatoes.......... 


1,948,000 bushels 


ee 844,000 head 
Beef cattle.............. 304,000 head 
POM S51 cing sid s wisce s: ¢-0'ss 727,000 head 
Total value of livestock 

a Ee Oe $ 94,598,000 
Total value of farm crops $151,654,000 
Total value of all farm 

products.............. $256,252,000 


2,888,000 tons 








*Report of District Engineer on Surveys on the Tennessee 
River to the Chief of Engineers, U. S. Army, House Docu- 
_ 328, 71st Congress, 2nd S » pt. 1, Appendix G, Ta- 

le 15. 





The District Engineer found from a 
study of agriculture in the basin that 
only cotton and tobacco were produced 
in sufficient quantities to supply more 
than the local demand. In fact, he 


found that it was necessary to ship into 
the area large quantities of other prod- 
ucts in order to fill the local need. How- 
ever, there is a wide range of products as 


indicated by Table I. 


TaBe II, Minerats, LumBer, AND MANUFACTURED 











ODs.* 
Production— Reserves 
Product 1926 Available 
(Tons) (Tons) 

Asphalt rock... . 23,600 17,000,000 

ae 47,000 
Beauxite........ 500 700,000 
MO scsi scarp sa ok 63,000 
CS eee 11,991,000 1,835,000,000 
Iron ore........ 166,000 169,047,000 
Limestone...... 2,152,000 
Manganese..... 2,000 55,000 
Marble......... 72,000 
Phosphate rock . 460,000 92,400,000 
Sand and gravel. 1,643,000 
SU osselacg: chasers 27,000 
Zine ore........ 822,000 45,000,000 
Lumber........ 1,190,000 
Manufactured 

goods........ SiRGOOOS. il «4. <'sccve.0:0 4's aoe 











*Report of the District Engineer on Surveys on the Tennes- 
see River to the Chief of Engineers, U.S. Army, House Doc- 
ument 328, 71st Congress, 2nd Session, pt. 1. Derived from 
Tables 16, 17, 18, Appendix G. 

wn. 


T no 
t Inexhaustible. 
§Large. 


Although this area is remarkably rich 
in the variety of mineral resources, 
under present conditions they either 
exist in insufficient quantities for profit- 
able working or the cost of extraction 
is too great as compared with other 
locations and supplies. But when the 
more available supplies are exhausted 


or conditions more favorable to produc-- 


tion in the Tennessee area are consum- 
mated, these resources will prove very 
valuable to the people of the region. 
However, at present, phosphate rock, 
iron ore, coal, copper, and marble are 
being profitably produced in large quan- 
tities. Coal deposits comprise the great- 
est source of wealth in the Tennessee 
basin. 

The total tonnage produced in the 
basin in 1924 was approximately 44,- 
135,000 tons, of which 7% was agricul- 
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tural products, 83% minerals, 3% forest 
products, and 7% manufactured goods. 
The potential mineral resources and the 
smallness of the percentage of manu- 
factured goods as compared to other 
products suggest the possibility of greatly 
increasing the manufacturing industries 
if cheap transportation and power are 
made available. 


Floods and the Need of Flood 
Protection or Control*® 


The Tennessee Valley is subjected to 
inundation by floods almost every year 
and quite frequently these overflows 
cause great damage. The most severe 
floods on record occurred in 1867 and 
1898. The loss from these two destruc- 
tive floods is unknown but a lesser flood 
in 1926 is estimated to have caused 
damage amounting to $2,650,000. The 
average annual loss to the Valley from 
floods is estimated at $1,780,000, in- 
cluding the excessive damage caused by 
a “five-hundred-year flood’ which, it is 
estimated, will cause a loss of $14,350,000. 

The area around Chattanooga, Ten- 
nessee, bears the brunt of these floods, 
with an estimated annual loss of $650,000. 
This city has planned improvements to 
protect against floods for this area but 
the cost is excessive, estimated at $12,- 
000,000. The proposed improvements 
would not be useful for power produc- 
tion from which the city might recover 
part of the cost of construction; the 
whole cost would have to be charged 
to flood control. Interest on this amount 
and charges for maintenance would be 
a larger sum than the annual loss from 
floods. It seems desirable, therefore, 


3 Report of the District Engineer to the Chief of 
Engineers, U. S. Army, House Document 328, 7Ist 
Congress, 2nd Session, pt. I. 

41t is estimated by flood engineers that at least once 
in’500 years there will occur on any stream a flood of 
gigantic proportions which will cause excessive damage. 

5 Report of the Mississippi River Commission to the 





that control of floods at Chattanooga 
be merged with a plan of combined flood 
control and power production for the 
whole river system. 

These estimates of loss do not include 
any indirect flood damages, such as 
losses from interrupted traffic and busi- 
ness, unsanitary conditions and spread 
of disease, and depreciation of lands 
caused by overflow. These indirect 
losses are great and their elimination 
by improvements which would bring 
floods under control would be a further 
great benefit to the Tennessee basin. 

It has been thought by some that 
flood control on the Tennessee River 
would have considerable effect on the 
floods of the Mississippi River. Natu- 
rally, control of floods on the Tennessee 
River would have some effect on floods 
on the Mississippi but the Mississippi 
River Commission thinks that such 
effect would be slight.» Improvements 
for flood control on the Tennessee must 
be justified by the need for protection 
from floods in the Tennessee basin alone. 


Navigation and Commercial Needs for 
Navigation in the Tennessee Valley® 


The Tennessee River is at present 
navigable in some reaches but according 
to surveys made by United States Army 
engineers can be made navigable in its 
entire length by proper improvements. 
Many miles of navigable waterway can 
be provided on its tributaries as well. 
The Tennessee River has been under 
improvement by the United States 
Government for some time, most of the 
work done providing for open channel 
navigation. There are three sections 


Chief of Engineers, U. S. Army, House Document 328, 
71st Congress, 2nd Session, pt. I. 

6 Summary of Report of District Engineer on Tennes- 
see River Surveys to the Chief of Engineers, U. S. 
Army; summary made by the Board of Engineers on 
Rivers and Harbors in their report to the Chief of 
Engineers, House Document 328, 71st Congress, 2nd 
Session, pt. 1. 
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of slack water, however, two of them, 
Hales Bar and Widows Bar, provided 
by private enterprises and the other 
provided by the government dam at 
Muscle Shoals. There are also three 
short sections of lateral canals. Several 
improvement projects are under way 
but are incomplete as yet. Total expen- 
ditures on these improvements amount 
to $23,400,000 and $15,000,000 more 
will be required to complete them. When 
completed, the present projects will not 
provide a satisfactory waterway as sec- 
tions will still remain, especially at 
Muscle Shoals, where at low water the 
controlling depth is only a little over 
one foot. By proper developments, 
which are shown by government surveys 
to be feasible, a nine-foot waterway can 
be provided from the mouth of the 
River to Knoxville, Tennessee. 

The traffic now using the River in its 
unsatisfactory state and the future 
possibilities, if a real waterway were 
provided, have also been surveyed by 
the Government. In 1926 the traffic on 
the Tennessee River amounted to 1,- 
982,252 tons with an average haul of 
19.6 miles, resulting in a total ton-mileage 
of 39,020,096. Of this total, 48% was 
forest products, 15% sand and gravel, 
23% iron ore, 7% farm products, and 
7% miscellaneous. 

The cost to shippers for handling this 
freight on the River was $842,777, com- 
pared with an estimated cost of $2,720,- 
481 for rail shipment at current rail 
rates. The result was a saving to ship- 
pers of $1,877,704 through use of the 
waterway. 

In 1926 the railroads carried 9,559,000 
tons of traffic which could have been 
moved by water if a nine-foot waterway 
had been available. It is estimated 
that a saving of $12,231,000 could have 
been made in the transportation costs 
on this traffic. Considering that 40% 


of this traffic would have gone by rail 
despite the cheapness of water trans- 
portation, the saving would still have 
been $7,300,000. Assuming a normal 
increase in traffic, it is estimated that 
by 1950 the traffic using the waterway 
will be 17,800,000 tons, effecting an 
annual saving to shippers of $22,800,000, 
However, the Division Engineer and the 
Board of Engineers for Rivers and Har- 
bors of the Army stated that they 
thought these figures of the District 
Engineer were excessively optimistic. 
There is, thus, considerable difference 
in the opinions of those competent to 
judge such matters but, nevertheless, 
it is true, no doubt, that a great in- 
crease in water traffic would follow an 
improved waterway and increased in- 
dustrial activity and that large savings 
can be effected thereby. The estimated 
savings are substantially in excess of 
the estimated carrying charges of navi- 
gation improvements, if the entire cost 
of dams be charged to power produc- 
tion instead of to navigation, the latter 
bearing only the costs of locks at the 
dams. 


Power, Present and Future’ 


The Tennessee River and its tribu- 
taries possess the greatest undeveloped 
power resources in the southeastern 
quarter of the United States. There is 
a difference of 500 feet in elevation 
between the source and the mouth of: 
the Tennessee River alone, while the 
tributaries offer further great changes 
in elevation; at the Cove Creek site on 
the Clinch River a dam 225 feet in 
height is projected. Only a small por- 
tion of the potential power of this river 
system has yet been developed, the 
largest development being that of Wilson 
Dam at Muscle Shoals. 

7 Report of the District Engineer on Surveys on the 


Tennessee River to the Chief of Engineers, House 
Document 328, 71st Congress, 2nd Session, pt. 1. 
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The present installed capacity of all 
hydro-electric plants of 370 or more 
kilowatts, including the plants at Muscle 
Shoals, is 413,470 kws. for the whole 
basin. The installed capacity of the 
government development at Muscle 
Shoals is 184,000 kws.,® which according 
to engineers’ estimates can be increased 
to 340,000 kws. firm power on 50% load 
factor, by installation of auxiliary steam 
plants. Total installed capacity for 
the basin, including 23 hydro plants of 
370 kws. and over and the additional 
installation contemplated at Muscle 
Shoals is 673,470 kws. When installa- 
tions under construction or planned for 
the immediate future are completed, 
the total installed capacity will be over 
1,000,000 kws. The total steam electric 
installations amount to 179,880 kws. 
The total output in 1927 was i,182,600,- 
ooo kw. hrs. 

Investigations by the District Engi- 
neer of the possibilities of hydro-electric 
power development in the basin show 
that a total of about 3,000,000 kws. 
can be developed. He estimated that 
the annual demand in the Tennessee 
Valley for 1950 will be 5,g00,000,000 
kw. hrs. and that the total annual possi- 
ble production at projects proposed 
for the basin will be 25,000,000,000 kw. 
hrs., half of which can be produced on 
the main stem of the River. It is evident 
that the Tennessee basin cannot use all 
the power which this system can produce 
and that a market for the surplus will 
have to be sought within the range of 
economic transmission and hence within 
a radius probably no more than 350 
miles from the plants. Increased in- 
dustrial activity within the basin is 
expected to expand the local market. 
Then the United States Government 
expects to use a considerable portion 


8 The District Engineer derived these figures from 
data furnished bv the U. S. Geological Survey. The 


of the energy produced here in the 
production of fertilizer materials. With- 
in the market area adjacent to this 
development it is expected that there 
will have developed, by 1950, a need 
sufficient to absorb all surplus energy 
that can be developed by the project. 

A circle drawn around the territory 
within a 350-mile radius of Wilson Dam 
at Muscle Shoals would include Dayton, 
Ohio, Indianapolis, Ind., Springfield, 
Ill., Springfield, Mo., Alexandria and 
New Orleans, La., and Tallahassee, Fla. 
The eastern half of the circle can very 
well take care of itself but the western 
half needs as its future source of supply 
the water powers of the Tennessee and 
Cumberland basins of which the Ten- 
nessee is by far the more important 
(Map I). 

Cost of Production. Estimates of the 
District Engineer, United States Army, 
in charge of the survey, showing costs 
of production of electric energy by the 
combined power of the ultimate de- 
velopment, and the estimated costs 
based upon the plants at Muscle Shoals 
are found in the following text and tables. 


Tasie III. Tue Cost or Propucinc Power, ULTI- 
MATE Project.* 











Mills per 
Kw. Hr. 
Cost of producing hydro power, natural 

CON WOMEES 6 cds da c aleceia tars ae eee eae 2.49 
Cost of storage output and regulation. . 6.09 
Total cost of hydro power production. . 4.15 
Cost of auxiliary steam power......... 6.11 
Total cost of hydro-steam power... 4-33 








*Summary of table of costs, by District Engineer, U. S. 
Army, House Document 328, 71st Congress, 2nd on, pt. 1. 


In making this cost analysis, it has 
been assumed that the costs chargeable 
to power include all costs except those 
of locks, barge lifts, and channel work 
required solely for navigation. Cost 
Tennessee Valley Authority has issued information in 


which they estimate capacity as 195,000 kws. hydro 
and 60,000 kws. steam power. 
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of storage is charged to power, as power 
is benefited thereby. Costs are also 
based on the operation of plants on a 
50% load factor. 

According to the Chief of Army 
Engineers, this cost of producing power 
(4.33 mills per kw. hr.) is not remarkably 
low for a large hydro-electric power 
development, but it “is considered 
sufficiently low to constitute an eco- 
nomically feasible and desirable project,” 
wherever the demand for power is such 
that a market is present which can 
absorb such large quantities.°® 

However, costs at particular projects 
alone, as at Muscle Shoals, may be 
much lower than those for the project 
as a whole. Estimated costs of pro- 
ducing power at Wilson Dam and the 
items on which these costs are based 
are as follows:'° 


Interest on investment at...................- 4.00% 
Depreciation and amortization of hydraulic and 

electrical equipment........cscesssccccecs 3.03% 
Depreciation and amortization of dam, reser- 

voirs, and general construction............. 0.48% 
Depreciation and amortization of shops and 

DOIN DUROES. oinrs ois cons as ctapuleccsaices 5.00% 


Applying the above method to the 
property at Muscle Shoals the District 
Engineer found the cost of producing 
hydro power to be 1.352 mills per kw. 
hr., using an installation of 340,000 
kilowatts. 

The cost of producing auxiliary steam 
power at Muscle Shoals was based upon 
the following: 





Interest on investment............-+.++ee eee 5.50% 
Depreciation and amortization............... 2.56% 
Taxes and insurance................0eeeeeee 1.80% 

Total fixed charges........sccccccssesves 9.86% 


Operating costs of $25 per kilowatt year of steam 
output. 

By applying these percentages and 
costs, the District Engineer found the 
unit cost of steam auxiliary power at 
the switchboard to be 7.215 mills per 

® Report of Chief of Engineers to the Secretary of 


War, 1930, House Document 328, 71st Congress, 2nd 
Session, pt. I. 


kw. hr. Combining the above hydro 
and steam auxiliary costs, he found the 
composite prime power cost to be 3.161 
mills per kw. hr. 


Transmission costs used in estimates 
are shown in Table IV. 


Tas_e IV. Transmission Costs 














Distance Transmitted Mills per Kw. Hr. 
ROO RMHGG cic. aeicins caanasnes 0.640 
SOONER Coase: 6 oe cs casieiesicneere 0.962 
ROMER Sots concia ncesmeere 1.118 
OMNI 50 sina acosncerirg stereos 1.274 
ANSON odes schists tet ianr ae 1.425 





Adding the cost of producing hydro 
power to the above transmission costs 
gives the results in Table V. 











Tas_e V. Cost or Hypro Power Basep Upon 
Witson Dam anD TRANSMITTED VARIOUS 
DIsTANCES 

Distance Transmitted Mills per Kw. Hr. 
At switchboard................ 1.352 
MOANING ncn noe 54 wie cstsia nate 1.992 
ROD MMMER soc 5 sets cose coon ces 2.314 
NS ae er ee ear eee 2.470 
ROAMTIOD S 66.5:s-0i05 cc vcenevecasis 2.626 
oS eee eee 2.777 








The district engineer’s estimate of 
the cost of composite power to com- 
panies buying hydro power from the 
Muscle Shoals plants and furnishing 
their own steam auxiliary power is 
shown in Table VI. 

These costs, according to the District 
Engineer, are lower than any com- 
mercial company in the Southeast can 
show and are thus a basis for very at- 
tractive rates. When it is seen that the 
large cities of St. Louis, New Orleans, 
Memphis, Nashville, and others are 
well within marketing distance, the sale 
of power from this region appears very 
feasible if these costs can actually be 
achieved. 

10 Report of the District Engineer on Surveys of Ten- 
nessee River to Chief of Engineers, U. S. Army, House 


Document 328, 71st Congress, 2nd Session, pt. 1, 
Appendix G, part C. 
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Tase VI. Composite Cost oF Power.* 














Cost of 
Cost of Steam Number of Cost per 
Distance Transmitted Hydro Power Auxiliary Total Cost Kw. w. Hr. 
Delivered Power Years (Mills) 
OMNI. 60. seven escesreseces $2,729, 363 $6,498,731 $9, 228,094 333,000 3.161 
WOME NONE Soren c os eaiactnk os s 4,022,497 6,498,731 10, §21, 228 333,000 3.618 
Eee te eee ree 4,673, 102 6,498,731 11,171,833 333,000 3.825 
CS ee eee 4,988, 304 6,498,731 11,487,035 333,000 3.940 
TN TN so oka5 ccsicis oa ee Ste es 5,303, 506 6,498,731 11, 802, 237 333,000 4.055 
FOTN SS SPS APE ery Sa ace 5,608, 600 6,498,731 12,107,331 333,000 4.165 

















*With Wilson Dam installed to 340,000 kws. and hydro power transmitted different distances and sold to companies furnish- 
ing their own steam auxiliary power (without stream flow regulation). 


The private power interests and those 
who desire to keep the government out 
of business have been instrumental, 
heretofore, in blocking public operation. 
They have continually contended that 
a government bureau could not operate 
as efficiently as private businesses with 
the incentive of individual profits. They 
have further contended that govern- 
ment in business is unfair competition 
and contrary to American practice; 
that government should confine its 
activity to controlling business practices, 
leaving to private interests the actual 
operation of business according to Ameri- 
can traditions. 

However, it is thought by many that 
there is need for establishing standards 
of costs of construction and operation 
for the production and distribution of 
electric light and power. Government 
production and distribution in a large 
undertaking, such as that at Muscle 
Shoals, might be instrumental in es- 
tablishing some comparative standards 
for private operation in these fields.” 
Competent engineers have said that 
there are plenty of cases in which new 
plants could be constructed at half the 
amount of the valuations now allowed 
on existing plants. 

It is demonstrable that many com- 
panies are much overcapitalized under 


The Tennessee Valley Authority has recently 
released rates for electricity for domestic use in the 


present conditions and that the public 
is expected to pay returns on much 
water in these valuations. Various pub- 
lic developments in different parts of 
this country and in Canada and in- 
vestigations by competent engineers 
seem to indicate that the public is paying 
too much for electric service in this 
country, largely because of great over- 
capitalization of private companies. 
Overcapitalization was brought about in 
many instances by private companies 
paying exorbitant prices in the reckless 
competitive race for monopoly control 
of large areas. Later these prices found 
their way into valuations upon which a 
return is expected. The Act of 1933, by 
permitting the United States Govern- 
ment to enter the fields of production 
and distribution, should make possible 
the determination of the truth of these 
contentions and be instrumental in 
setting up some standards for these 
utilities. 
Fertilizer Production 


One of the principal purposes of the 
Tennessee basin development is the 
production of nitrogen to be used in 
the formation of commercial fertilizers. 
The farm lands of the South and East 
have long since been robbed of their nat- 
ural fertility by a system of predatory 


Valley which are from 20 to 60% lower than private 
plant rates elsewhere. 
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farming, and it is now necessary to 
use great quantities of commercial 
fertilizers if good results are to be ob- 
tained. The cotton and tobacco pro- 
ducers of the South receive the smallest 
incomes of any group of farmers in the 
United States. The lands of the Middle 
West are also approaching a condition 
of depleted fertility. In the past we 
have depended upon imports from other 
countries for these fertilizer supplies, 
especially nitrates from Chile and potash 
from Germany. 

Then again, nitrogen is necessary 
for the production of explosives. We 
found during the World War that we 
were greatly handicapped by the lack 
of a home supply of this necessary 
element. Since processes of nitrogen 
fixation, i. e., taking nitrogen from the 
air, had been discovered, the Govern- 
ment determined to set up plants for 
this purpose. Plants were constructed 
at Muscle Shoals to furnish these war 
supplies and with the further intent 
of using these plants for manufacturing 
fertilizer materials in peace times. How- 
ever, the controversy over the question 
of the proper agency to operate these 
plants in peace time has been a major 
factor in holding them idle and useless 
until the present time. 

It has been questioned whether nitro- 
gen can be fixed more cheaply by govern- 
ment plants at Muscle Shoals than it is 
being produced by private companies 
and thus whether savings can be effected 
in the farmers’ fertilizer bills. The 
question has also arisen as to whether 
a newer process of nitrogen fixation has 
not been found, which makes obsolete 
the plants at Muscle Shoals and which 
makes unnecessary the use of large 
amounts of power in obtaining this 
important material. 


12 Majority Report of Muscle Shoals Commission, 
House Hearings on Muscle Shoals before the Committee 


Because of the controversy as to the 
feasibility of making fertilizer materials 
cheaply at these government plants and 
because such divergent views had been 
expressed concerning the expected bene- 
fit to agriculture, the Muscle Shoals 
Commission determined to find, beyond 
reasonable doubt, what the cost of 
manufacture of such concentrated ma- 
terials would be at the Shoals plants 
and what the average delivered price 
of such materials produced at these 
plants would be, as compared with the 
average price the farmers were then 
paying for fertilizers. 

After a thorough investigation the 
Commission reported in 1927." This 
investigation showed that the average 
saving to farmers on the delivered price 
of mixed commercial fertilizers would 
be 43% of the prices they were then 
paying for fertilizers of equal plant-food 
value. 

Table VII shows the average of their 
findings from a study of conditions in 
23 states. 

Taste VII. Esrimarep Savincs To FarMers BY Use 


or CoMMERCIAL FERTILIZER FROM MusCLeE SHOALS 
PLANTS. 








Actual average cost per ton of average mixed 
fertilizer then used in each state.......... $36.73 
Total cost to farmer f. 0. b. central point in 
each state of concentrated mixed fertilizer 
made at Muscle Shoals and equal to one 
ton of the average mixed fertilizer then 





CT SC atOn bark meer tren eee hee 20.74. 
Saving to farmers by use of concentrated | 
fertilizer from Muscle Shoals.............) 16.03 





This seems at least persuasive evi- 
dence of the possibilities of the use of 
the Muscle Shoals plants in the produc- 
tion of fertilizer materials for which there 
is such great need. 

There are three processes by which 
nitrogen fixation may be accomplished: 


on Military Affairs, 69th Congress, 2nd. Session, H. R- 
16396 and H. R.-16614..  Concurred in-by Minority. 
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the arc process, the cyanamide process, 
and the synthetic process.'* The con- 
troversy has centered around the latter 
two. The plants at the Shoals are 
built for the cyanamide process. It 
has been widely advertised in the United 
States that this process is obsolete and 
that the synthetic process has taken its 
place. According to the investigation 
made by the Muscle Shoals Commission, 
this is not true. The two processes were 
found to be adapted to different con- 
ditions. Where water power is cheap 
and plentiful, the cyanamide process 
is favored while the synthetic process 
is adapted to a condition of cheap coal 
and a scarcity of water power. This 
investigation shows that the synthetic 
process has made its greatest progress 
in countries of Europe where there is a 
great lack of water power and that the 
cyanamide process is expanding in pref- 
erence to the synthetic process where 
cheap power is available. 

Two other compounds are essential 
in making commercial fertilizers: phos- 
phates and potash. Conditions at 
Muscle Shoals are favorable for the pro- 
duction of phosphoric acid for this pur- 
pose but potash can be obtained cheaper 
from Germany and France. 

There are two methods of making 


13 In the arc process air is confined in small chambers 
and subjected to the action of many powerful arc lights. 
This produces nitrous oxide which is dissolved in water 
to form weak nitric acid. This is then concentrated and 
when used for fertilizer is neutralized with lime to form 
calcium nitrate, a fertilizer material which contains 
13% nitrogen. The use of the process is not suited to 
conditions in this country but is confined to the Scan- 
dinavian countries where power can be produced for 
five to six dollars per horse power per year. It requires 
63,500 kw. hrs. of electric energy to fix a ton of nitro- 
gen. 

In the cyanamide process, lime and coke are crushed 
to egg-sized lumps, mixed, and charged into an open- 
top electric furnace. These two materials fuse at 
6000° and the product is calcium carbide. This is 
cooled, ground, and heated to 2200° in an electric oven 
in an atmosphere of nitrogen. The resulting compound 
is calcium cyanamide. This readily gives up its nitro- 


phosphoric acid. The first is to extract 
the acid from phosphate rock by the use 
of sulphuric acid. The second method is 
to heat phosphate rock with sand and 
coke in an electric furnace. This drives 
off the phosphoric acid as a vapor which 
precipitates in the form of liquid phos- 
phoricacid. This is the process adaptable 
to conditions at Muscle Shoals and is 
the cheaper process because plentiful 
cheap power is present and much phos- 
phate rock is located in the Tennessee 
basin about 50 miles from Wilson Dam. 

It seems probable that the Muscle 
Shoals development and, therefore, de- 
velopment of the Tennessee basin power 
projects may be very beneficial to agri- 
culture and offer possibilities of saving 
farmers a large sum annually if ferti- 
lizers can be furnished as cheaply as 
estimated. 


Reforestation, Regulation of Marginal 
Lands, and Social Development 


These are uncharted fields and their 
elaboration rests largely with the Presi- 
dent and those whom he places in charge 
of the development. The social program 
is an experiment new to the United 
States Government and will be interest- 
ing to watch. It is an experiment in a 
planned society with respect to economic 
and social development of a great region. 


gen in the form of ammonia when treated with steam 
in the presence of an alkali, and the ammonia can be 
used to produce fertilizer compounds of high concentra- 
tion. The plant at Muscle Shoals using this process has 
a capacity of 220,000 tons per year, and requires about 
12,000 to 13,000 kw. hrs. of electricity per ton of nitro- 
gen fixed. 

The synthetic process produces nitrogen in the 
form of ammonia by direct synthesis of its constituent 
gases, nitrogen and hydrogen. This process would 
seem simple but obtaining the gases in pure form is 
difficult. One method of obtaining them is the alternate 
passing of air and steam through incandescent coke. 
The product, however, is not very pure and must be 
further purified. The product of the synthetic process 
is purer than necessary for fertilizers; moreover, its 
cost is too high, being in 1927, 15 to 18 cents per pound, 
while for fertilizers it should not have then cost over 
five to six cents per pound. ‘ 
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Probably the outstanding factor from 
the social point of view is the tendency 
of the project to decentralize industry, 
bringing industries within the reach of 
those in less densely populated districts 
where the worker may combine indus- 
trial employment with agricultural pur- 
suits and allow him and his family to 
avoid the blighting effects of city slums. 
Many believe that the day of central- 
ization of industry is on the wane and 
that one of the chief factors in bringing 
about decentralization will be the wide- 
spread development of natural power 
resources such as those in the Tennessee 
Valley. In the Tennessee Valley project 
the Federal Government has taken a 
step in this direction with social develop- 
ment of a region as a major objective. 


Comprehensive Plan for Ultimate Develop- 
ment of the Tennessee Basin" 


The ultimate plan for the Tennessee 
River and its tributaries, so as to achieve 
the maximum benefits of flood control, 
the best plan for navigation, and the 
development of the power possibilities 
of the rivers in this region, includes the 
construction of about 200 dams with 
requisite locks for navigation purposes, 
the canalization of about 1,900 miles of 
waterway, construction of about 16,- 
760,000 acre feet of reservoir space with 
surcharge pondage of five feet on projects 
on the tributaries and of ten feet on the 
dams on the main stream.” It is ex- 
pected that this plan will provide a 
nine-foot waterway on the 652 miles of 
the Tennessee River and 1,257 miles of 
both nine- and six-foot waterway on the 
tributaries. The development of the 


4 Summarized from Report of District Engineer on 
Surveys on the Tennessee River to the Chief of Engi- 
neers, U. S. Army, House Document 328, 71st Con- 
gress, 2nd Session, part 1. 


4% Surcharge pondage refers to extra storage space 
provided for over and above the normal pool eleva- 


main stream involves the construction 
of seven high dams with locks 60 ft, 
by 300 ft. with a total lift of 500 ft. 
The total cost of construction of these 
projects on the main stream is estimated 
at $248,925,700 of which $18,900,820 
is chargeable to navigation alone, $95,- 
285,550 to power and navigation to- 
gether, and $134,739,330 to construction 
of power houses and installation of 
equipment. The total lift of dams on 
the tributaries will be 4,622 feet. It is 
estimated that a total of 3,000,000 kws. 
of continuous power can be developed 
at these dams and that the total cost of 
the whole comprehensive project will 
be about $1,200,000,000. 

This, of course, is not the first project 
for a regional development of natural 
resources attempted by the United 
States Government. Projects providing 
for irrigation of large areas along our 
western rivers have been carried out in 
several instances. The most noteworthy 
previous project is Boulder Dam on the 
Colorado River which is now under 
construction and which is connected 
with the construction of the All-Ameri- 
can Canal, which will carry the waters 
of the Colorado into the Imperial Valley 
for irrigation purposes. 

This project and that to be carried 
out in the Tennessee River basin, al- 
though in many respects similar, differ 
in several important particulars. They 
have to do with different climatic and 
physiographical conditions. In the first 
place, flood control is an important 
primary need in each of the projects, 
the variation between the lowest and 
the highest flowage being in the ratio 
of approximately I to Io in each case. 


tion of a dam. It is designed to compensate for loss of 
natural storage space of stream channel which is taken 
up by the reservoir above the dams and toenable a 
holding back of flood waters for a more regular flow. 
“Acre feet” refers to the amount of water that will 
cover one acre one foot deep with water. 





=~ oy 


1ormes ao 








TENNESSEE VALLEY PROJECT: 337 


In the second place, the damming up 
of these flood waters provides water 
power for the production of large quan- 
tities of electric energy. The Boulder 
Dam will provide a reservoir 115 miles 
in length which will store 30,500,000 
acre feet of water, while the dams in 
the Tennessee project will provide res- 
ervoirs for 15,750,000 acre feet. The 
flow of water over the dams, it is es- 
timated, will provide for an installed 
capacity of 800,000 kws. at Boulder Dam 
with an annual production of 4,240,000,- 
ooo kw. hrs. of power, while the installed 
capacity of the Tennessee projects is 
estimated at 3,000,000 kws. and the 
annual production at 25,000,000,000 kw. 
hrs. of power. 

In order to store up these waters only 
one dam 770 feet in height is necessary 
on the Colorado River while on the 
Tennessee project some 200 dams are 
projected. The seven high dams on 
the main stream and the Cove Creek 
Dam on the Clinch River together make 
a total lift about equal to that of the 
Boulder Dam. The fact that only one 
very high but comparatively short dam 
is needed on the Colorado River makes 
possible a much lower construction cost, 
compared to the amount of water im- 
pounded, than is required on the Ten- 
nessee where the dams are relatively low 
but long and many are required. The 
total cost of the Colorado River project 
is estimated at $165,000,000 as com- 
pared to $1,200,000,000 for the Ten- 
nessee project. 

The dams on the Tennessee River 
project will provide navigabie water- 
ways of about 1,900 miles; the Colorado 
River project is useless from this stand- 
point. On the other hand, the waters 
of the Colorado will be greatly needed 


16 In bringing the water from Boulder Dam to the Los 
Angeles metropolitan water district it will be necessary 
to pump it over an elevation of about=1;600' feet. : Fo 


for irrigation purposes’ and. city water 
supplies, mostly in the arid region .of 
southern California, while the waters 
of the Tennessee are not needed for 
these purposes. 

On the Colorado River project the 
Federal Government stops with the 
production of energy, all of which is 
sold under contract to private companies 
and the city of Los Angeles, to be dis- 
tributed by them for power and light 
purposes. On the Tennessee, the United 
States Government will use part of the 
electricity produced in the production 
of fertilizer materials and distribute and 
sell the surplus power wherever it may, 
being especially anxious to sell to local 
governments and cooperative groups 
of citizens or farmers for their own dis- 
tribution on a non-profit basis. 


Administration of the Tennessee 
Valley Project 


In order that the above purposes may 
be fulfilled, Congress enacted the Ten- 
nessee Valley Act of 1933. This act set 
up the Tennessee Valley Authority, a 
corporation, to have actual charge of 
the maintenance and operation of “the 
properties now owned by the United 
States at Muscle Shoals, Alabama, in 
the interest of the national defense and 
for agricultural and industrial develop- 
ment” and the improvement of naviga- 
tion on the Tennessee River. 

The Tennessee Valley Authority con- 
sists of three members, called the Board, 
appointed by the President with the 
consent of the Senate. Their tenure of 
office is fixed at nine years with the 
exception of the first appointments, 
one of which is to be for three years, one 
for six years, and one for nine years. 
The members of the Board must not 
be interested in any’ business “which 
pump 1,500 second feet of water over this elevation will 
require about 350,000 firm horsepower of electrical 
enérgy.. Bee ree Be eg oe 4 HY SAH ESS 
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would adversely affect the success of 
the Corporation in the production of 
fertilizer or in the production and dis- 
tribution of power,” and they “must 
profess a belief in the feasibility and 
wisdom of the Act.” 

The Board is given power to construct 
dams, reservoirs, power houses and 
structures, transmission lines, naviga- 
tion projects, and any works incidental 
to the above, and to unite the various 
power installations with transmission 
lines. It is given power to acquire, in 
the name of the United States, all 
necessary real estate and to exercise the 
right of eminent domain, if necessary, 
to condemn the property it needs if it 
cannot be purchased at reasonable 
prices. 

In order to finance its immediate 
operations, the completion of works at 
Muscle Shoals and construction of Cove 
Creek Dam, the Board is authorized to 
issue and sell United States bonds to 
the amount of $50,000,000. It may 
complete the project at Muscle Shoals 
when the President “‘deems it advisable.” 
The Secretary of War or the Secretary 
of the Interior is authorized to construct 
Cove Creek Dam and turn it over to 
the Board for operation. 

The policy to be followed by the Board 
in the operation of these units is to “use 
the Muscle Shoals property so far as 
may be necessary to improve, increase, 
and cheapen the production of fertilizer 
or fertilizer ingredients” and to enable 
the Board to do this it is given specific 
authorization to manufacture and sell 
fixed nitrogen and fertilizer ingredients 
by use of the existing plants, or by 
modernizing the existing plants, or by 
constructing new plants, or by any other 
method or methods for nitrogen fixation 
that it finds to be profitable. 


The Board is to be guided in the 
disposal of any surplus energy by the 


stated policy of distributing and selling 
it, so far as practical, equitably among 
the States, counties, municipalities 
within transmission distance of the 
plants. It is also directed to follow the 
policy of operating these properties in 
the interest of the section as a whole, 
particularly of the domestic and rural 
consumers, and the sale of power to 
industries is to be considered a secondary 
purpose to be used in such a way as to 
secure a high load factor and such re- 
turns as will bring about the lowest 
possible rates to domestic and rural 
consumers. 

In case power is sold to companies for 
the purpose of resale at a profit, the 
companies must agree to sell according 
to a schedule of prices set up by the 
Government and, in order to enable the 
Government to accomplish best its pur- 
poses, the Board is authorized to con- 
struct transmission lines from genera- 
tion plants to the localities where the 
energy is to be distributed. 

The President is authorized to lease, 
within a year, fertilizer plant Number 
2, Waco Quarry, and the railroad con- 
necting them, to any responsible farm 
organization or to a corporation formed 
by it, for a period of 50 years for a rental 
of not less than one dollar per year, 
provided that the plant may be used 
only for the production of fertilizers or 


fertilizer ingredients. The lessee is not. 


required to purchase power from the 
Muscle Shoals plant but may purchase 
from any source whatever. Naturally, 
it is expected that such farm organiza- 
tion would find it advantageous to pur- 
chase from the government plants. 

The Board is authorized to experiment 
by making arrangements with farmers 
or farm organizations for large-scale use 
of new forms of fertilizer under such 
conditions as to determine their eco- 
nomic value in production. It may es- 
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tablish, maintain, and operate labo- 
ratories and experimental plants in order 
to discover the cheapest and best method 
of producing nitrogen for military pur- 
poses and for production of nitrogen 
and other fertilizer materials for agri- 
cultural purposes. 

The President is authorized to make 
such further “surveys and general plans 
as may be useful in guiding the actions 
of Congress and the several States for 
the general purpose of fostering an 
orderly and proper physical, economic 
and social development of said areas,” 
and he shall “from time to time, as he 
deems proper” make further recom- 
mendations to Congress for additional 
legislation and appropriations to com- 
plete the full program which consists of 
“(1) the maximum amount of flood 
control; (2) the maximum development 
of the Tennessee River for navigation; 
(3) the maximum generation of electric 
power consistent with flood control and 
navigation; (4) the proper use of mar- 
ginal lands; (5) the proper method of 
reforestation of all lands in this drainage 
basin suitable for reforestation; and (6) 
the economic and social well being of 
the people living in the Tennessee River 
basin.” 

Necessarily, the completion of the 
ultimate project lies in the remote future, 
but the completion of the installation 
of the power units and nitrate plants 
at Muscle Shoals and the construction 
of the Cove Creek Dam will make a 
good beginning. 


Enough power and 
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fertilizer can then be produced at these 
plants to prove the feasibility of the 
project from the standpoint of these 
key industries. 

After over 100 years of investigation 
and legislation with respect to this 
project and after long years of bitter 
controversy as to the propriety of 
government operation as against pri- 
vate operation of the properties con- 
structed in the Tennessee River basin, 
a definite step has at last been taken 
and this long projected development 
is to be carried out. 

The need for flood protection in this 
region is known; the presence of rich 
undeveloped resources is common know- 
ledge; that much power can be developed 
is demonstrated; that the Tennessee 
River can be made a useful transporta- 
tion facility is shown; and the need of 
a domestic source of nitrogen, for ex- 
plosives in time of war and for fertilizers 
in time of peace, is well recognized. 

Of course, it is too early to predict 
the success of the experiment or to 
formulate any definite conclusions with 
respect to it. These materials indicate 
the scope and importance of the under- 
taking of the Federal Government in 
its new and far-reaching attempt to 
stimulate development of the economic 
and social possibilities of so large a 
region. If successful, this project may 
well be a landmark pointing the way 
to a more active governmental policy 
in assisting the development of the 
natural resources of the country. 
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Development and Taxation of Private. 


Recreational Land 
By GEORGE S. WEHRWEIN and ROBERT F. SPILMAN 


in the sun” side by side with 

agriculture and forests. Before 
the World War agriculture was believed 
to be the ultimate use for all land which 
was not desert or rugged mountains. 
Forests and national parks found a 
place, to be sure, but their place was the 
few thousand acres which the plow 
could not claim. Now millions of acres 
are called submarginal for agriculture, 
but “suitable” for forests. Foresters, 
however, have been warned that merely 
because these vast areas are now avail- 
able for tree growth is no justification 
for calling them economically suitable 
for forests. Land may be submarginal 
for forestry as well as for agriculture, and 
surpluses just as possible for wood prod- 
ucts as for farm products. Therefore, 
the ultimate use for large areas of land 
in the United States will be recreation 
in its broadest aspects.! However, the 
very character of this land use proclaims 
its public nature, and this means that 
the great bulk of recreational land will 
be owned and managed by the various 
governmental units of the United States 
in the interests of the public. 

On the other hand, privately owned 
recreational land has been one of our 
land uses for many years. People 
have bought land for private game pre- 
serves, summer homes, cottages, and 
“resort” hotels. Boys’ and girls’ camps 
and clubs of various kinds have grown 
rapidly during the last decade, and have 
bought considerable land in the forested 


R ‘in the am” has found a “place 


areas of the Lake States and elsewhere. 


1P. S. Lovejoy, “Concepts and Contours in Land 
Utilization”, 31 Journal of Forestry 381 (April 1933); 


In fact, at one time there was a feeling 
that the demand for private recreational 
land would be sufficient to make up for 
the decrease in demand for farms in 
northern Wisconsin after. the War. 
For a time this belief seemed somewhat 
justified, for in 1924-25 a boom in the 
development of land for resorts and 
summer homes spread throughout the 
Lake States. It is reported that land 
buyers came from Chicago in’ the dead 
of winter and went over the country on 
snowshoes to locate desirable land for 
summer cottages and resorts. The 
boom soon ended, however, and the 
present business situation has depressed 
the market for recreational land still 
further. 

What are the possibilities for develop- 
ing a second Switzerland in the Lake 
States? The region has great natural 
resources for this purpose, the Great 
Lakes, thousands of inland lakes and 
streams, and a variety of scenery. The 
reforestation activities of the Federal 
Government, the states, and counties 
will in time change much of the cut-over 
land into green forests which mean so 
much to the recreational resources of a- 
region. In addition to the public forests, 
these states. are developing parks and 
game preserves. But the local units of 
government are also interested in bring- 
ing the millions of acres of “idle” land 
into some form of private use, not only 
in order to increase population and in- 
dustry but also to increase the taxable 
wealth of this area. Specifically, how 





Aldo Leopold, ‘‘Wilderness as a Form of Land Use”, 
1 Fournal of Land & Public Utility Economics 398 (Oc- 
tober, 1925). 
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much of northern Wisconsin can reason- 
ably -be expected to become privately 
owned resort land? To answer this 
question, a study was made in three 
northern counties—Vilas, Oneida, and 
Forest—in 1930-31. .A more recent 
study of land resources and taxation in 
a neighboring county, Langlade, yielded 
additional information.” These studies 
showed that not more than 16% of the 
area of the county most suitable for 
resort purposes can expect to become 
private recreational land, and but 8.5% 
of the next best county. Indications 
from. other studies are that not more 
than 5% of-the area of the other counties 
which have abundant lakes and streams 
will become -private recreational land. 
However, these studies considered util- 
ization by resorts, clubs, camps, and 
summer homes, and did not include 
private game preserves which require 
relatively large tracts of land compared 
with the other uses mentioned. In 
other words, even if all the “available 
recreational” land were fully developed, 
the problem of “idle” land or non- 
taxpaying land would not be solved for 
Wisconsin or the other Lake States— 
Minnesota and Michigan. 

Recreation uses actually occupy but 
a small area because riparian land alone 
can provide the summer home owner 
with the opportunity to fish, swim, and 
boat, and to enjoy the scenery which a 
body of water affords. A small area 
bordering a lake may provide these 
forms of recreation almost as well as a 
much larger tract; consequently, it is 
not area, but frontage which is valuable. 
During the boom ‘land was advertised 
at $25 a front foot on lakes, but most 
of it was quoted at much lower figures. 





2 George S. Wehrwein and Kenneth Parsons, Recrea- 
tion as a Land Use, Wisconsin Agricultural Experiment 
Station, Bulletin 422, April, 1932. The study of Lan- 
glade County will be published soon. Other studies in 
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Although clubs. and camps use larger 
areas than summer homes or hotels, 
these are relatively few in number. 
In 1930 Vilas and Oneida Counties 
together had 34 camps and 41 clubs, 
but 229 hotels and 3,400 summer homes 
and cottages.* 

Even if a county has a large number 
of lakes and streams, this does not 
mean that it has an abundance of 
recreational land. Not all frontage is 
suitable for summer: homes or resorts. 
Sandy beaches or high banks with 
beautiful views: command high prices, 
but swampy shores, overflow land; or 
land where all the trees have been re- 
moved have little value for this purpose. 
Some farmers and lumber companies 
have destroyed valuable lake frontage 
by clearing the land to the water's 
edge. Some of the logging companies 
are now leaving a strip of timber around 
the lakes, knowing that the land will 
bring more as frontage than as timber 
land. There also seems to be a “‘satura- 
tion point” in lake development; that 
is, a small lake will look crowded and 
congested as soon as a few buildings 
have been erected on its shores. Pur- 
chasers hesitate to buy land after this 
point has been reached. On the other 
hand, a large lake may be completely 
surrounded by cottages placed on well- 
wooded lots of a reasonable size without 
appearing congested. Finally, there are 
some lakes in state parks, forests, and 
Indian reservations whose shores are 
publicly owned. How far these lands 
will be used by hotels or cottage owners 
depends upon the leasing policy of the 
state, county, or Federal Government. 
During the boom people became aware 
of the apparently limited amount of 
available frontage. Speculators bought 





land utilization have some information on the extent 
of recreational land and its importance in the tax base. 
8 Recreation as a Land Use, op. cit., p. 13. 
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without inspection everything called 
a “lot” on the government survey 
maps; that is, all land with a shore line 
(Chart I, Figure 1). They hoped that 
it would prove suitable for resorts or 
subdivisions, and expected to take out 
a large profit when the constantly in- 
creasing demand collided with a defi- 
nitely fixed supply of riparian land. 
Many of them not only dealt in ‘‘acre- 
ages,” but also laid out subdivisions or 
“plats”. Since these plats are recorded 
in the office of the register of deeds, it is 
possible to get some idea of the trend 
in recreational land activity from the 
public records. However, the figures 
do not include the homes built on un- 
recorded lots, or on larger tracts of 
land. In some cases clubs, hotels, or 
wealthy individuals have bought one 
or more sections of land including 
several lakes. 


Platting Lake Frontage 


The subdivider usually buys a ‘“‘gov- 
ernment lot” or two, and plats a row 
of lots, perhaps 50 feet wide, fronting 
‘on the lake and extending back 100 or 
200 feet. A road is laid out back of 
the lots leading to the public highway. 
The work is done by a surveyor; an 
official map is made showing the exact 
location of the plat and the size and 
boundaries of each lot. (Chart I, 
Figure 2.) This map is placed on record 
in the office of the register of deeds 
of the county. The lots are numbered, 
and so listed on the assessment rolls of 
the town. A suggestive name, such as 
“Whispering Pines” or “Shady Shores,” 
adds to the advertising value of the plat. 

Some subdividers not only platted 
the riparian land, but laid out much 
additional land. The plat often re- 
sembled a city subdivision with ab- 
surdly small lots and streets laid out on 
a gridiron pattern. Usually a small 


tract of public beach is reserved for 
those whose lots do not front on the 
lake. One of the extreme cases of this 
kind was a subdivision with 1,725 
separate lots in Vilas County. All 
these had to be carried as separate 
entries on the tax rolls of the town and 
advertised separately when the sub- 
divider failed to pay the taxes. More 
than 1,000 of the lots were tax delin- 
quent in 1930. To avoid further ex- 
pense, it was decided to permit the 
subdivision to revert to “acreage.” 
Unless large areas of non-riparian 
land are included in the plat, subdivid- 
ing tends to decrease the area of land 
in recreational use instead of increasing 
it. Before platting, the entire govern- 
ment lot or forty is carried on the 
assessment roll at a valuation based 
upon its future use as resort land. In 
the study made in the three Wisconsin 
counties, all such land was listed as 
“potential recreational land” in con- 
trast with the area in active use by 
resort owners, clubs, and camps. Com- 
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FIG I* 














* Fi I shows the original survey lines for Section 11 of 
Township 34, Range 11 East, now a part of the Town of Elcho, 
Langlade County, Wisconsin. Only the southeast quarter is 
laid out in the usual forties. Whenever the survey lines touch a 
large river or lake, as in this section, the surveyor runs his 
lines to the lake, Bo along the shore until he meets another 
“forty” line. Bodies of water treated in this way are said to be 
“meandered” and the resulting irregular tracts, called “lots”, 
are numbered, and the area recorded on the official map as 
shown in Figure I. The area of lots varied from less than > 
acre, as indicated hy Lot No. 4 in this section (0.7 acre), to 
almost 80 acres 

Tt II shows the location of five “frontage plats” on 
- Lake in this section based on the Langlade County Atlas 
of 1927. 
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pared with the 4% now used for re- 
sorts, summer homes, and other rec- 
creational uses, Oneida County has 
4%% of its area suitable for future 
development of this type. In Vilas 
County 7.2% of the land area is po- 
tential recreational land compared with 
the 8.5% now so used. Being taxed on 
its future use, such land forms a sub- 
stantial part of the tax base of resort 
counties. However, if there is no 
prospect of development within a rea- 
sonable time, its status is like that of 
cut-over land or any other land held 
for sale. A time will come when the 
burden of taxes will exceed the price at 
which the land can be sold, and the 
owner will probably let the land revert 
to the county as the lesser of two evils. 
Since platting takes the cream of the 
government lot for summer cottages, 
the remainder of the tract will have no 
more value than the surrounding cut- 
over, farm, or timber land. Therefore, 
the estimate of 16% as the ultimate 
limit for the development of riparian 
recreational land in Vilas County is an 
overstatement, especially if platting for 
resorts and summer homes should be- 
come the predominant type of land use. 

The platting of land for summer 
homes began in a small way about 1900 
in the four counties studied. There 
was a slight boom in 1913-14, when Ig 
plats with over 4,000 lots were laid out, 
but the real boom came in the four 
years 1924 to 1927 when 137 plats were 
recorded and 9,370 lots were offered 
for sale. By 1930 over 17,000 lots had 
been laid out in the four counties. Of 
these, Vilas County alone had 9,000. 
After the boom, subdividing stopped 
entirely in two of these counties, but 
new subdivisions were laid out in 
different parts of the State, for 205 
plats consisting of 13,038 platted lots 
have been recorded since 1927, bring- 


ing the total number of lots platted for 
summer homes in the State to approxi- 
mately 200,000 (Chart II). 

In spite of the fact that riparian land 
seems to be a natural monopoly, the 
“production” of sites for summer homes 
soon exceeded the demand. The de- 
mand fell off with the decline in pur- 
chasing power, and also because the 
vacation habits of people seem to have 
changed. People evidently prefer to 
motor to different parts of the United 
States and Canada instead of being 
tied to one spot by an investment in a 
permanent summer home. The same 
factor has also affected the resort 
hotels; instead of having many “per- 
manent” guests who stay for a week or 
so, they serve many transient motorists. 





‘CHART IT 
TREND OF LAKE SHORE SUBDIVIDING IN VILAS, ONEIDA, 
FOREST, AND LANGLADE COUNTIES, WISCONSIN, 190! -1930 
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Even in normal times it is doubtful 
whether a considerable fraction of all 
the lots laid out since the World War 
could have found buyers by this time. 
The consequence is many unsold and 
unimproved lots. In 1930 over 9,000 of 
the 11,000 platted lots on the tax rolls 
of Vilas and Oneida Counties were un- 
improved; only 1,823 or 16% were im- 
proved. 

In Langlade County nearly % of all 
the lots had been platted during the 
23 years preceding the 1924 boom. Of 
these, 15% were still in the hands of the 
subdividers, and 65%, though sold, 
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were still unimproved in 1931. During 
the boom more lots were laid out than 
in all the preceding years, but 68% of 
these have not even found buyers. Only 
11% of the lots in the County were 
improved in 1931. 

Social Control over Recreational Land 


The rapid subdivision of lake frontage 
brought about serious abuses. Taking 
advantage of the desire of city people 
for out-of-door recreation, subdivisions 
were laid out on bare, cut-over land, 
without shade or access to a desirable 
lake. These looked good “on paper,” 
but were distinctly submarginal as 
places for a summer residence. Some 
of these subdivision projects were tied 
up with high-pressure sales campaigns 
involving newspaper subscriptions and 
other shady schemes. In one case, a 
man platted the same land three differ- 
ent times, and sold parts of the same 
territory to different persons at each 
platting. 

Another problem arose from con- 
gestion and lack of sanitation facilities. 
Small lots, no control over the disposal 
of sewage and waste, polluted bathing 
beaches, and dangers from diseases 
led to the enactment of a law in 19274 
granting to the State Board of Health 
the power to regulate the platting of 
lake frontage. This is done in coopera- 
tion with the Real Estate Brokers’ 
Board and the Regional Planning Di- 
rector of the State Highway Commis- 
sion. These bodies have control over 
plats in all counties except those which 
have their own park commissions or 
where plats are already under the 
jurisdiction of cities of the first, second, 
or third class. Plats must have the 
approval of town boards as well as the 
two state boards mentioned above. 


4 Wisconsin Laws, ch. 236.01 to 236.17: 140.05. 
5 “Rules,j Regulations and Standards Made under 
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The Real: Estate Brokers’ Board is the 
one which grants licenses to realtors 
and supervises them. This permits 
the state to check fraudulent develop- 
ments, while the State Board of Health 
examines the physical and sanitary 
aspects of the plat before approving it. 
Certain rules and regulations must be 
met by every subdivider. Main roads 
must have a minimum width of 50 feet, 
secondary roads 40, and side roads 20 
feet. Lots must be at least 50 feet 
wide and 125 feet deep or, if they are 
irregular in shape and size, contain at 
least 6,250 square feet. The Board 
encourages the preservation of scenic 
and historic features of the landscape 
and reasonable variations of the rules 
are always permitted. Carefully pre- 
scribed rules have been laid down in 
regard to sewage, cesspools, garbage 
and refuse disposal, water supply, and 
general sanitation. The subdivider is 
required to enter these restrictions in 
the deeds to the lots. Only one one- 
family residence, with boat house and 
private garage, is permitted on a lot. 
No building is to cover more than 
20% of the lot area.® 

Since 1927 the Board of Health has 
approved 205 plats consisting of 13,038 
lots. Twenty per cent of the plats were 
not approved at once. Some had to be 
corrected, while others had to be with- 
drawn completely. It is unfortunate 
that the $5,000 a year appropriated to 
the Board for this work was reduced 
first to $2,000, and recently withdrawn 
altogether. This means that, unless the 
Board finds other resources, the only 
check on platting will be the approval 
or disapproval of the local town boards. 
In the past these town boards have 
been liberal in their approval, knowing 
that errors would be checked and cor- 


Authority of Section 140.05 Statutes”, Wisconsin Lake 
and Stream Shore Platting and Sanitation Code. 
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rected by the State Board of Health. 
For example, the members of one town 
board approved a plat on which the 
roads did not connect with other public 
highways, assuming that the State 
Board would detect the mistake any- 
way. 

There is a close resemblance of platted 
lake property to urban subdivisions 
laid out beyond the city limits and be- 
yond the jurisdiction of zoning laws and 
city plans. In some cases high-class 
lake property developers have followed 
the practice of using private restrictions 
to protect the amenities of the lake and 
the scenery. The cutting of timber, 
building of unsightly cottages and ga- 
rages, even the clearing of land for 
gardens are prohibited in one case. The 
entire area has been made a game 
refuge to maintain the deer and other 
wild life as a part of the attractiveness 
of this plat. However, the amendment 
to the Wisconsin county zoning law per- 


mitting counties to zone land for agri- 
culture, forestry, and recreation has 
extended police powers to non-urban 


areas. Resort counties have visualized 
the possibilities of this law. Vilas County 
is planning a zoning ordinance in which 
separate recreational districts are being 
set aside in addition to the forest zones 
and the “unrestricted districts.” In 
the recreational zones, agriculture is 
excluded, but year-long residence is 
permitted.® Finally, another clause in 
the Wisconsin platting law requires the 
subdivider to build a public road to the 
low-water mark of a lake every half 
mile, providing natural conditions per- 
mit this. The public is thereby assured 
that lakes will not be monopolized by 
the riparian owners. 
Recreational Land as a Part of the Tax 
Base 


Although recreational land is small in 
area, its importance in the tax base of 
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some of the northern counties is great. 
The entire area of recreational land, 
used and potential, absorbs only 16% of 
the land area of Vilas County, but 
Table I shows that this type of land 


Taste I. Proportion OF THE AREA AND OF THE TAX 
BAsE oF Towns IN RECREATIONAL Lanp* 








Oneida 
County County 


Tax | Area | Tax 
Base Base 


Developed..} 4.0%|26.9%]| 8. 
Potential...] 4.5 |10.3 | 7. 
5 


37.2T |15. 


Vilas Forest 


County 


Tax 
Base 


47:2%| .8%13.37% 
15.9 |I.4 |2.7 
63.1f |2.2 |6.0 


Type of 
Recreational 
Land Area 





Area 


























*Recreation as a Land Use, op. cit., p. 2 
t21% of the entire county, feted cities. 
$56.3% of the entire county, including cities. 


represents 63% of the taxable real 
estate of the towns of this county, or 
56% of the county’s taxable real prop- 
erty, if the city of Eagle River is in- 
cluded. The 8.5% of the land area 
classed as recreational in Oneida County 
pays 37% of the taxes of the towns, or 
21% of the total general property 
taxes of the entire county. Other 
northern Wisconsin counties do not 
have the same development of resort 
property, but Washburn has 12% of its 
assessed value in recreational land, 
Forest 6%, and Langlade 2.6%. 

Part of the per-acre value of recrea- 
tional real estate is attributable to the 
high value of the improvements placed 
on it. In Vilas County, for example, 
hotels, resorts, and camps used about 
15,000 acres of land in 1930, assessed at 
about $495,000, but the improvements 
thereon were valued at over $879,000 
The ratio of the value of the improve- 
ments to that of the land for homes, 
cottages, and camps was 1% million 
to one million. Compared with these, the 


6 See W. A. Rowlands, “County Zoning for Agri- 
culture, Forestry and Recreation”, 9 Journal of Land 
€ Public Utility Economics 272 (August, 1933). 
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improvements which have been built on 
cut-over or timber land were almost nil. 


Tax Delinquency on Recreational Land 


Recreational land constituted not 
only a large slice of the taxable wealth, 
but until 1930 the owners of resort 
property, whether in active use or held 
for sale, were more prompt in paying 
their taxes than most other land owners. 
If there were any delinquency in the 
spring, these owners generally redeemed 
their properties before the summer was 
over.’ However, since 1930 the situa- 
tion has changed. The Langlade study 
shows that certain classes of recrea- 
tional Jand are as much “in the red” 
as some other types of land. In this 
county % of the agricultural land was 
delinquent in 1932, 58% of the land 
owned by speculators, and almost 61% 
of the recreational land. These figures 
are based upon area and not value. 
Delinquency of recreational land was 
abnormally high because two clubs had 
contracted for about 12 square miles of 
land all of which had been dropped for 
taxes. This overshadows completely 
the smaller acreages used by resorts or 
summer homes. But hotels and camps 
had almost 52% of their land delinquent, 
and 57% of the platted property had 
not paid taxes for a year or more. 
Naturally the unsold, unimproved lots 
are permitted to go delinquent before the 
home owner on improved land neglects 
to pay his taxes. In one section of 
Langlade County 254 out of the 363 
unimproved lots in the various sub- 
divisions were delinquent in 1931. Taxes 
had been paid on 65% of the improved, 
but on only 35% of the unimproved lots. 
The subdividers had more delinquency 
on their holdings than other owners, 
including those who bought platted 





7 Recreation as a Land Use, op. cit., pp. 26-28. 
8 Pinehurst is located in Section 11 (Chart I, Figure 
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lots with the intention of reselling. This 
delinquency was predominantly for the 
previous year, however. Lots suitable 
for summer homes are not likely to 
revert to the county, but the tax 
certificates are bought by outsiders who 
are glad of the opportunity of securing 
lake lots much below the average selling 
price. The county officials, however, 
have the difficult task of keeping records 
on the numerous separate lots, par- 
ticularly in the “‘wild cat” subdivisions. 


Taxation of Resort Property 


Taxes become burdensome to the sub- 
divider if he cannot dispose of his lots 
soon after he has laid out his plat. He 
has the initial costs of the land, survey- 
ing, mapping, and registering the plat. 
He has to meet the requirements of the 
State Board of Health and lay out the 
roads at his own expense. Advertising 
and selling costs begin as soon as the 
sales campaign is under way. To 
illustrate these costs, two subdivisions 
were selected out of the 27 in Langlade 
County. The owner of “Pinehurst” 
platted only 13 lots in 1921, leaving the 
remainder of his land as acreage. He 
sold eight at once. In 1925 he platted 
another strip into 22 lots, of which he 
was able to dispose of all but four by 
1931. The original investment in land 
plus 5% interest on all outlays and 
taxes are estimated to have cost the 
owner over $1,600 during the II years 
he was selling the land. The first year 
his taxes were only 89 cents per lot. 
Taxes on the unplatted part averaged 
only $17 a year before 1925, but after 
that his taxes began to mount. During 
the 11 years he paid a total of $480 
taxes on the property he owned. 

The owner of “Sunny Waters” was 
not so fortunate. He laid out his en- 





2) but Sunny Waters is in another part of Langlade 
County. 
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tire 40 acres in 37 lots in 1927 just at 
the close of the recreational land boom 
period. His original costs plus taxes 
and interest for five years were over 
$2,800. His taxes on the total area 
jumped from $8.55 before subdividing 
to $244.40 after he had platted the land, 
an increase of over 2,000%. By 1931 
he had sold only 13 lots to three in- 
dividuals, one of whom had bought 
most of these lots for speculation. The 
subdivider’s total tax burden amounted 
to $980 during the five years or $196 
annually. Both of these subdivisions 
are small ventures compared with the 
100 to 1,000 lot plats sometimes found, 
and the taxes and carrying costs were 
small in comparison with those on 
another subdivision in Langlade County 
laid out in 1925 with 109 lots, of which 
85 were still unsold in 1931. 

The problem of taxation takes a 
different slant after the land has been 
purchased by the ultimate user. Resort 
property is in active use only during 
three or four months of the year. The 
hotel owner must make his profits 
within that time to cover his current 
expenses as well as an overhead spread 
over the entire year. The average home 
owner spends even less than three 
months in his cottage. Part of the over- 
head consists of the taxes, which are a 
compound of the assessment and the 
rate. In normal times the assessment 
of valuable summer homes and cottages 
and recreational land in general has 
been very reasonable. The study made 
in the three northern counties showed 
that the entire recreational property of 
Vilas and Oneida Counties was assessed 
at about 8% million dollars in 1929. 
On the other hand, the actual value of 
the investments in resorts and homes 
within an area 40 miles square in the 


9}Tvan Clyde Lake, ‘“‘Do You Really Know Wiscon- 
sin?” 8 The Wisconsin Magazine 4 (September, 1930). 


vicinity of Minocqua was placed at 
39% million dollars in 1930.9 “Of this, 
private summer homes take the lead 
with a value of $24,500,000. Developed 
frontage is next at $10,000,000. Summer 
resorts and light housekeeping cottages 
represent $3,500,000. Boys’ and girls’ 
camps are valued at $1,500,000.” Al- 
lowing for the over-optimism of a 
“booster” article and for the fact that 
the areas are not identical, still the 
difference between 8% million dollars 
assessed valuation and 39% million 
dollars of actual investment value is 
significant. The testimony of local 
assessors and of the State Income Tax 
Assessor of this assessment district 
confirms the essential accuracy of this 
writer’s statement. 

The Progress Report of the federal 
Forest Taxation Inquiry also throws 
some light on the assessment of resort 
property. In Wisconsin assessors are 
instructed to appraise real estate at 
“true” value, which means the price 
received in the open market. Table II 
Taste II. Assessep VALUE AND VALUE REALIZED 

AT SALES AND Ratio oF ASsESsED TO SALES 

VALUE OF 6,445 RURAL PROPERTIES IN 19 


SELECTED CounTIEs oF WISCONSIN, 
1925 TO 1927* 











Type of | Number] Assessed Value Ratio of 
Property of Value Realized | Assessed 
Proper- at Sales | to Sale 
ties Value 
Farms..... 1,419 |$2,911, 890/$4, 143,108] 70% 
Cut-over..| 2,391 | 1,966,468] 1,912,108] 103 
Timber.... 119 468,969] 1,028,140] 46 
Resort....| 1,649 782,581] 1,579,605] 50 
Residential 
and 
Business 867 527,589] 950,055} 56 
Total...| 6,445 | 6,657,497] 9,613,016] 69 

















*P; wamnete Migs 26 No. * hag or og . 1930, Forest Tax- 
ation Inqui: Ratios of — A caaaiaa and 
other Real Butate io Wi in Wisconsin”. by R. C 


presents the prices at which 6,445 
rural properties were sold during 1925 
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to 1927, and the figures at which they 
had been assessed. The last column 
shows the ratio of assessed to market 
value. A low ratio indicates that the 
assessor failed to appraise at the value 
expected of him. This might be the 
result of a deliberate policy on his part, 
a lag between the trend in prices and 
assessments, or the failure to appraise 
certain classes of property correctly. 
- It will be noted that timber land had 
the lowest assessment when compared 
with the price obtained on the market. 
However, the number of sales was so 
small that the figures may not be 
representative. Farm land was assessed 
at 70% of its market value, but cut-over 
land was carrying an assessment higher 
than the actual sale value of the land. 
This high ratio was the result in part of 
the assessment policies of local asses- 
sors, and also of the fact that the price 
of cut-over land was declining rapidly, 
and assessors were slow or loathe to 
make the adjustment. State income 
tax assessors had pointed out this dis- 
crepancy in their reports as early as 
1927 and 1928." With respect to re- 
sort property, on the other hand, this 
was the period of active development; 
values were still going up, whereas the 
assessments tended to be based on prices 
received in previous years. The fact 
that the business and residental property 
was also undervalued suggests that 
assessors in general fail to get at the 
full value of this type of real estate. 
However, the situation of 1925 to 
1927 is not the situation of 1930 to 
1933. Trends in land values and assess- 
ments have become more erratic. The 
Langlade survey offered the opportunity 
to trace the assessment and tax history 
of separate tracts of land in the first 
four classes in Table II. Data on the 


11The 1928 Report for Bayfield County showed a 
ratio of assessed to market value of 130 for 1926-27, 
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assessed valuation and taxes were ob- 
tained for 40 acres of timber land, a 
cut-over forty, a farm with 39 acres of 
improved land and 40 acres of unim- 
proved land, and a government lot of 
38 acres which was potential recrea- 
tional land in 1921, was partly platted 
in 1921 and again in 1925 (the “Pine- 
hurst”’ subdivision already referred to). 
Chart III shows the trend in valuation 
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THEIR IMPROVEMENTS IN LANGLADE COUNT, 1920- 193) 
$18000 7 T 

I Ts Aire, eld On BE oe ee 

|. | 1.40 ACRES OF CUT-OVER 
2.39 UNIMPROVED ACRES FARM 
3.40 IMPROVED ACRES FARM 
4. IMPROVEMENTS ON FARM 
5.40 ACRES TIMBER 


6. 38 ACRES PINEHURST PLATTED 
IN 1921 AND FURTHER 
14000 SUBDIVIDED IN 1925 


| 7. IMPROVEMENTS ON PINEHURST 
a ae 
i | 
| = = 


12000 ——-- ++ + —-. — 


Bete 
L | | 
es 
(0000 ;-— ¢ 
ie oe 
8006 +p; 
{ ’ 


6000 








16000 — 


















































| 


i 
f 





























-——- pt = -. == 


( ommee 3 —t 
1920 192! 1922 1923 1924 1925 1926 1927 “928 1929 1930 1931! 
a 

















of each tract as a unit throughout the 
period of 12 years. 

The following facts are noteworthy: 
(1) The speculative or cut-over forty 
was valued least, although in propor- 
tion to its selling value even this was 
probably too high. But as a source of 
taxation its value fell from $8.10 in 
1924 to almost $5 an acre by 1931. 
Since about 67% of Langlade County 
consists of land of this type, the decline 


and recommended a reduction of about 25% in the 
valuation of cut-over land. 
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in value added to.a delinquency or re- 
version to public ownership amounting 
to 58% shows how far this part of the 
County’s tax base had shrunk. (2) The 
assessment on the unimproved portion of 
the farm had been reduced, whereas it 
had been increased on the improved 
forty. (3) In 1920 the timber forty was 
assessed over six times as high as the 
cut-over forty, and its value continued 
to increase during the 12 years. This 
shows the contrast between timber and 
denuded land as a taxable resource. (4) 
The bare land of the government. lot 
started with a valuation below that of 
the improved farm in 1920, but in 1930 
was assessed at $12,950, or 23 times its 
valuation in 1920. The valuation of 
the improvements rose even faster and 
higher. 


Taste III. Taxes Pap In 1920, IN 1931, AND TOTAL 
TAXES 1920-31 ON Five Tracts oF Lanp IN 
LanciapDE County, Wisconsin 











Total 
1920 1931 Taxes 
Taxes | Taxes | 1920- 
1931 
Cut-over 40 acres....... $10.35 | $ 5.48 |$106.89 
Unimproved part of farm, 

AOI ACCOR ais. 5:5-0%63 oe 05's 36.19 | 22.51 | 474.87 
Improved part of farm, 

s(t (+ ea ar 36.19 | 43.17 | 612.84 
Timber, 40 acres........ 64.39 | 68.19 | 954.44 
Government lot, 38 acres 

WED DIRE: 505:4.2 0,0 5.40: 22.89 | 641.89 |5469.25 














The actual tax burden resting upon 
these four tracts of land is shown in 
Table III. The total taxes for the 12 
years on the cut-over forty amounted to 
less than 14 of the taxes levied’ on the 
same area of unimproved land in’ the 
farm. One-wonders whether there was 
enough difference in the soil and loca- 
tion to justify the difference. The cut- 
over. forty became tax delinquent after 
the owner had: paid $71 taxes for seven 
years; and’ it is now county property. 
The owner: of the -farm.. paid:. almost 
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$475 in 12 years on the: unimproved 
forty, but, being a part of a farm, the 
taxes were kept up. The burden of 
carrying any land is graphically shown 
in the case of the timber tract. Almost 
$1,000 were paid in taxes in 12 years in 
a period of falling prices for stumpage. 
However, the somewhat smaller tract 
of recreational land contributed $5,469, 
or over 2% times the taxes paid by the 
other four forties put together. In fact, 
one of the platted lots alone was the 
source of more revenue for the town than 
either the timber land or the entire 79 
acre farm. This lot was improved in 
1922, and the owner had paid $1,236.43 
taxes on his land and improvements by 
1931 (See Table V). 

Keeping in mind the trend in assess- 
ments on the various types of land, an 
examination of valuations and taxes on 
nine individual Pinehurst lots and im- 
provements thereon is of interest (Table 
IV). 


Taste IV. Assessep VALUE OF LAND AND ImpROVE- 
MENTS ON NinE Lots 1n PINEHURST—I921-1930 | 








Assessed Value of |First Assess-| Assessed 








Land ment on Im-| Value of 

Lot provement | Improve- 
Number| 1921 1930 | with Date | ment 
When Made! 1930* 
) eee $250 $600 {$250 (1922)! $600 
ee 250 joo 250 (1923)| - 450 
Bs <0. sis ; 300 250 (1923) 450 

resists 250 600 450 (1924) 

y aE SAD 250 600 |2000 (1922)} s000 ; 
Glee nid ota 250 600 500 (1926)| 600. 
Oe 250 600 joo (1921)} 1200 
Eee 250 600 500 (1922)} 750 
years 250 600 800. (1921)} 1200 











TOTAL.| $2,600 | $4,800 [$53,000 ~*' [$10,850 








*The increase in value of improvements may be attribut- 
able to new buildings or additions to old structures, as well as 
to an increase in the assessment per se. 

ftLot 2 was divided in 1923, and lavprovemente. were ore 
on each part separately. ; 

It will be noted jie the assessments 
on the improvements doubled, and: on 
the-bare land more than:doubled within 
the period: covered: -by thé table, quite 


in contrast with the‘assessments:on the 
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Taste V. Taxes on First Nine Lots Sop, PINEHURST, 1921-1931. 








Lot 


Number| 1921 | 1922 | 1923 | 1924 | 1925 | 1926 | 1927 | 1928 | 1929 | 1930 | 1931 | Totals 





Lot 1...| $8.83 |$19.65*/$30.75 |$27.24 |$29.97 |$21.69 |$29.34 |$26.28 |$31.99 [$37.27 |$27.36 | $290.37 
Lot 2a..} 8.83 | 9.83 | 15.38% 15.42 | 18.32 | 13.26 | 17.95 | 16.07 | 19.55 | 23.30 | 17.42 | 175.33 
eS Ss eee 15.38") 15.42 | 18.32 | 13.26 | 17.95 | 16.07 | 19.55 | 23.30 | 17.42 | 156.67 


Lot 3... 


8.83 | 9.83 | 10.25 | 25.41*| 29.97 | 21.69 | 29.34 | 26.28 | 31.99 | 37.27 | 27.36 | 258.22 


Lot 4...| 8.83 | 88.43*/102.50 | 90.75 |113.22 |106.04 |143.44 [128.48 |156.41 1173.93 |124.40 | 1236.43 
Lot 5...| 8.83 | 9.83 | 10.25] 9.09 | 13.32 | 21.69*| 29.34 | 23.36 | 28.43 | 37.27 | 27.36 | 218.77 
Lot 6...| 19.41*| 49.13 | 51.25 | 45.39 | 46.62 | 33.74 | 45.64 | 40.88 | 49.76 | 55.91 | 42.30 | 480.03 
Lot 7...| 8.83 | 29:43*| 30.75 | 27.24 | 29.97 | 21.69 | 29.34 | 30.67 | 37.32 | 41.93 | 31.10] 318.27 
Lot 8...| 37.09%] 49.13 | 51.25 | 45.39 | 46.62 | 33.74 | 52.16 | 43.80 | 53.31 | 55.91 | 42.29 | 510.69 


Total... 




















$3644.78 























*When lot was improved. 


other types of land shown on Chart III. 
The actual annual taxes paid by the 
nine owners are shown in Table V. The 
general trend can be seen best by noting 
the taxes on Lots 6 and 8 since both 
were improved in 1921. 


Difficulties in Assessing Recreational 
Property 


The low ratio of assessed to sales 
value of resort and business property 
suggests that rural assessors have diffi- 
culty in evaluating this type of real 
estate. However, resorts are in a class 
by themselves. The cost of construction 
is unusually high because the materials 
have to be hauled many miles through 
the forests and over poor roads, but even 
if cost of construction is known, is this 
a true market value? After all, recrea- 
tional property is luxury property de- 
pending upon a luxury market for its 
value. 

Not only are there difficulties of 
assessment and differences and dis- 
crepancies between taxing areas, but 
there is also a lack of policy. Note, 
for instance, the stepping up of taxes 
on Sunny Waters from $8.55 before 
platting to $244.40 the year after 
platting, although few if any lots were 
sold or buildings constructed. On the 
other hand, lots in Pinehurst were 
assessed at $25 while in the hands of 
the original subdivider, but valued at 


$250 as soon as sold. Five years later, 
when the second plat was laid out, all 
lots were assessed more nearly alike. 
Assessors vary in their assessment of 
farm land fronting on lakes. Some 
appraise the entire farm at the agri- 
cultural level until the owner begins to 
sell lots, after which the valuation of 
the entire tract is raised. In a case of 
this kind, the taxes become so high that 
the farmer can no longer develop the 
frontage. In other cases, the high assess- 
ment on the entire farm has tempted 
the farmer to subdivide the land on the 
lake with the hope of selling riparian 
lots, and thereby reducing his taxes on 
the remainder of the farm. 

However, these difficulties are not 
insurmountable. Wisconsin is divided 
into assessment districts with a super- 
visor of assessments for each district. 
This official cooperates with the town 
assessors in perfecting appraisal tech- 
nique through meetings, publications, 
and personal conferences. In this way 
assessment policies can be determined, 
and the difficulty of appraising unusual 
types of property can be overcome. 
Uniform, standardized practices help 
to iron out the discrepancies between 
towns as taxing units. 

It has been said that Wisconsin has 
not reached the “saturation point” in 
the use of land for private recreation.” 


” Recreation as Land Use, op. cit., p. 28. 














Only a fraction of the land physically 
suitable for resorts, summer homes, etc., 
has been developed. However, physical 
suitability does not guarantee the ulti- 
mate utilization of the land for the pur- 
pose for which-it is “suitable.” The 
buying power of the people, the amount 
of leisure, their tastes and desires, as 
well as the competition of other states 
all will be factors in determining how 
much of the riparian land will become 
active recreational land. In the competi- 
tion between states, the policy of a 
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given state in the treatment of the 
tourist will be an important element. 
The kind of highways, forests, game 
management, wild life, and taxation 
policies are certain to be considered in 
the choice of a vacation site or the loca- 
tion of a summer home. Recreational 
land should be neither exempt nor fa- 
vored in a plan of taxation. But just as 
the Forest Crop Laws are an attempt to 
adjust the tax system to the peculiar na- 
ture of forestry, so a similar adjustment 
appears desirable for recreational land. 
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A Method of Measuring Locomotive Main- 
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tenance and Its Use in Regulation 
By R. W. HARBESON 


scarcely received the attention, 

especially from professional stat- 
isticians, which their importance and 
possibilities warrant. The nature of 
railway operations, involving working 
forces scattered over wide areas without 
the possibility of close and continuous 
supervision, makes absolutely essential 
statistical controls in order to maintain 
efficient and economical operation. And 
yet, while most roads have made some 
use of such controls for a considerable 
period, their systematic and widespread 
development has been very recent. One 
of the few permanent and _ beneficial 
legacies of the period of federal opera- 
tion was the stimulus it gave (in con- 
siderable measure the result of the efforts 
of Professor W. J. Cunningham, then 
on the staff of the Director-General) to 
the development and use of these de- 
vices of management. 

But statistics of this sort are highly 
important for purposes other than as 
instruments of managerial control. Reg- 
ulatory commissions, in their role as 
guardians of the interests of railway 
patrons and investors, have frequent 
need of such information. It is unfor- 
tunate that in some important respects 
commissions have lagged behind rail- 
way managements in the collection and 
use of operating statistics. This is the 
more unfortunate in the case of the 
Interstate Commerce Commission in 
view of the fact that the Transportation 
Act of 1920 directs that body to allow 


en. operating statistics have 


1The Commission, in Ex Parte 104, is now conducting 
a comprehensive inquiry into the efficiency and econ- 
omy with which the carriers are operated. 


the carriers as a whole an opportunity 
to earn a fair return on a fair valuation, 
“under honest, efficient, and economical 
management.” Perhaps the Commis- 
sion’s failure heretofore to inquire sys- 
tematically and comprehensively into 
the efficiency and economy with which 
the carriers are operated is related either 
as cause or result, or both, to certain 
deficiencies in the available statistics. 
Control of accounts and security issues 
has given the Commission a reasonably 
satisfactory check on the honesty of the 
managements, but in cases involving 
changes in the general level of rates the 
collection and use of certain additional 
statistics bearing on efficiency and econ- 
omy of operation would assist the Com- 
mission in reaching scientifically based 
conclusions. 

The purpose of this paper is to suggest 
the merits of only one of a number of 
desirable additions to the publicly re- 
ported railway operating statistics. The 


data involved are the following: (1) - 


monthly returns showing the number of 
each kind of locomotive (freight, pas- 
senger, and switching) turned out from 
the shops after each kind, or class, of 
repairs;? (2) monthly returns showing 
the number of miles run by these loco- 
motives since their last preceding “‘shop- 
ping” for repairs of the same class. 
From the latter figures the general 
average mileage between shoppings of 
the same class over a period of years 
for each kind of locomotive can be com- 
puted. Multiplying the number of 


*Repairs made in railway shops are grouped into five 
classes, based upon their extent, under a uniform code 
of the American Railway Association. 














locomotives of each kind turned out 
from the shops after each class of re- 
pairs each month by the general average 
mileage between shoppings of the same 
class made by that kind of locomotive 
over a period of years gives the approxi- 
mate number of service miles restored 
each month by shopping. In other 
words, the shops each month restore a 
certain potential locomotive mileage, 
the assumption being that, on the aver- 
age, the locomotives will be capable of 
making approximately the same mileage 
between shoppings of each class in the tu- 
ture as in the past. This potential mil- 
age restored each month could then be 
expressed as a percentage of the miles 
run each month. The latter data are 
already publicly reported. The result 
would be an index of the adequacy of 
locomotive maintenance.® 

The writer claims no originality with 
regard to this index; its desirability has 
long been effectively urged by Pro- 
fessor W. J. Cunningham, and possibly 
by others. 

This information could be added to 
the published reports to the Commission 
without very heavy burden upon the 
carriers, inasmuch as most of the data 
are now collected and used by a large 
number of managements. The chief 
additional burden, perhaps, would be 
in segregating the data for each kind of 
locomotive and for each class of re- 
pairs, tasks which may not now be 
generally undertaken. Despite their 
availability, however, the carriers are 
very reluctant to reveal the figures to 


§It is, of course, impossible to predict with precision 
the exact number of miles which each individual 
locomotive will be capable of running between shop- 
pings. This depends upon the age of the locomotive, 
care and competence shown by engineers, speed run, 
loads pulled, state of roadbed and track, quantity and 
quality of roundhouse attention, workmanship dur- 
ing shopping, and similar factors. For the purpose in 
hand, however, the use of average mileage between 
shoppings for each class of repairs and for each kind 
of locomotive, derived from the performance of the 
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outsiders. The writer requested this 
information from several representative 
systems, but received returns from only 
one. 

The data presented in Table I are for 
a system of approximately 2,000 miles. 
Several limitations of the figures must’ 
be noted. First, not only do they cover 
only one system, but also they are for 
only an eight-year period. Second, they 
are, of course, not segregated for the, 
different kinds of locomotives. This is 
an important defect, since it affects the 
figure used for the average mileage be- 
tween shoppings. Passenger, freight, 
and switching locomotives character- 
istically make different mileages be- 
tween shoppings, and the representative- 
ness of a general average for all classes 
of locomotives would therefore be af- 
fected by the changing proportions of 
the three kinds of power in service. 
The steady decline in the passenger 
business during the period covered by 
the study obviously adds to the im- 
portance of this consideration. 

In the third place, there is a similar 
defect in that the miles between shop- 
pings are not segregated for each class 
of repairs. Hence, the figure used for 
the average mileage between shoppings 
would be affected by changes in the 
relative amount of each class of shop- 
ping done. Fourth, an important cor- 
rection relates to the effect of the chang- 
ing age distribution of the locomotives 
in service. A complement of new and 
improved locomotives would require 
less frequent shopping than a comple- 


whole force of locomotives of each kind on the system 
over a period of time, is reasonably satisfactory, since 
the differences in the performance of individual loco- 
motives tend to compensate each other. But, as stated 
above, the averages used must be corrected for changes 
in the age distribution of locomotives in service and for 
changes in the amount of roundhouse attention pro- 
vided for all locomotives. 

‘For a description of the use made of such data on 
the Illinois Central, see 83 Railway Age 1273 (Decem- 
ber, 27, 1927). 
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Tase I. Locomotive MatnTENANCE Ratios on OnE Rattway System, 1925-32. 








Ratio of Miles Restored to Miles Run 





Month 
1926 


1927 1928 1929 1930 1931 





82.36 
64.59 
71.23 
67.73 
60.38 
59-34 


Ratio of Totals for the Year. . 








Total miles restored on basis of 
57,368 miles per locomotive 
otal miles run 





71.88 | 131.03 | 104.95 | 103.60 | 34.59 
104.93 | 141.91 | 95.53 | 100.66 | 37.39 
118.72 | 133.22 | 129.35 | 106.42 | 39.60 
136.47 : 114.39 | 92.99 | 43-49 
139.54 . 117.02 | 103.33 | 55.42 
145.23 : 94.74 | 61.28 | 61.28 
118.41 3 88.32 | 50.64] 41.04 
141.32 . 97-14 | 36.16] 48.78 
150.27 ; 87.51 | 38.76] 59.58 
125.18 ; 75.53 | 61.01 | 63.10 
130.62 ; 83.95 | 37-95 | 41.56 
106.79 : 50.02 | 54.87 
69.84 | 48.50 

















126, 381,703 
616,292 
82.27% 





ment of old ones. Locomotives in- 
stalled in recent years regularly make 
150,000 to 200,000 miles between shop- 
pings, by comparison with 50,000 or 
75,000 miles, or less, in the case of older 
locomotives in service. Moreover, new 
locomotives and “young” locomotives 
installed on the system during the years 
covered would contribute to the mileage 
run but would not enter the shops, or 
would enter them very infrequently, 
during this period. To some extent, 
therefore, the standard of maintenance 
here used is based on a sample of loco- 
motives especially in need of main- 
tenance—those entering the shops, or 
entering them rather frequently, dur- 
ing this period.’ The consequence is 
some degree of overstatement of the 
deficiency in maintenance. Finally, a 
correction should probably be made ‘to 
allow as a small offset to reduced shop- 
ping the effect of more roundhouse 
attention. 

While these limitations may seem 
rather overwhelming, they are not of 
such a sort as to invalidate the use of 


5] am indebted for acute and suggestive. criticisms on 
this point and om others to Professor W. L..Crum of 
Harvard University. 


the data merely to illustrate the principle 
involved in the method of measuring 
the adequacy of locomotive mainte- 
nance here suggested. Our interest is in 
the merits of the general method, par- 
ticularly its use in regulation. The 
argument developed in this paper is in 
no way dependent for its validity upon 
these particular data. 

It is not pretended, of course, that the 
data here presented are to be taken as 
representative of conditions on the roads 
of the country as a whole or of the in- 
dividual system in question during 
previous years. But even allowing for 
this fact and the limitations set forth 
in the preceding paragraphs it is be- 
lieved that Table I and Chart I convey 
significant information. They give a 
rough measure of the amount of de- 
ferred locomotive maintenance which 
has been accumulated in recent years on 
an important system. Apparently in 
only two years of the eight, 1927 and 
1928, was there an excess of mileage 
restored over mileage run. For the whole 
period the ratio of miles restored to 
miles run was 82.27, representing an 
excess of miles run amounting to 27,- 
234,589. This excess of miles run over 
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miles restored is equal to something less 
than the mileage run on the system in 
1% average post-war years or the two 
depression years 1931 and 1932. These 
facts should help us more definitely to 
assess the effect of the depression on the 
physical condition of an important part 
of the property of at least one railway 
system. 





CHART I 
FLUCTUATIONS IN RATIO OF MILES RESTORED TO MILES RUN 
UNCORRECTED 
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Since 1907 the Interstate Commerce 
Commission has been able to prevent 
the undesirable practice of charging 
items properly belonging under expense 
accounts as capital improvements, thus 
preventing the payment of dividends 
from capital and hence at the expense 
of the physical property and railway 
service. In order further to protect 
railway service the Commission should 
at least have definite and reasonably 
accurate quantitative measures of the 
amount of deferred equipment main- 
tenance. The test of the adequacy of a 
rate level and of honest, efficient, and 
economical management would be the 
building up of sufficient maintenance 
reserves in good years to offset de- 
ficiencies in the. income available for 
maintenance in bad years, after meeting 
other proper operating expenses and 
the proper claims of stockholders and 
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bondholders, and after providing for 
future expansion and improvements. 
So long as statistical measures of the 
adequacy of maintenance are lacking, 
the Commission will be handicapped in 
carrying out the mandate expressed in 
the rule of rate-making of the Act of 
1920. 

On Chart II the secular trend and 
seasonal variations of the maintenance 
ratios of Chart I have been removed and 
the cyclical and irregular fluctuations 
remaining have been expressed as per- 
centages of the trend. The methods 
used in computation were conventional 
throughout. The secular trend was 
found to be—.45% per month. The 
severe limitations on securing a signi- 
ficant trend for a period as short as 
eight years are fully appreciated, but 
the result is presented for what it may 
be worth as an historical fact. The 
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seasonal variations were removed by 
the ratio-to-ordinate method. The 
average of the two middle-sized values 
for each.month was taken as the month 
type in making the seasonal index. The 





*Helen D. Falkner, “Measurement of Seasonal Varia- 
tion,” 19 Journal American Statistical Association 167 
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striking irregularity in the month-to- 
month fluctuations even after seasonal 
variations were removed seemingly sug- 
gests the desirability of attempting 
some program of regularization so as to 
increase the stability of employment 
among the shop forces. Such a program 
would, of course, be in addition to any 
broader program of leveling out year- 
to-year fluctuations. 

A definite cyclical movement seems 
to be indicated on Chart II, there being 
1% cycles during the period covered. 
Too much weight cannot be given to 
this result, however, in view of the fact 
that the data cover only one system and 
a period of only eight years. Neverthe- 
less, it is believed that the chart bears 
significantly on some questions of man- 
agerial policy. Two plans might be 
adopted by a management in dealing 
with the maintenance problems growing 
out of cyclical fluctuations in traffic and 
earnings. It might adopt the policy, 
suggested above as being desirable, of 
building up maintenance reserves in 
good years which could be used during 
lean years, thus minimizing the cyclical 
fluctuations in maintenance. This would 
have three advantages: (1) it would 
contribute to regularizing employment 
for the shop forces; (2) it would result 
in at least a proportionate part of the 
maintenance work being done during 
years of low wages and low prices of 
materials; and (3) it would increase the 
availability of equipment during heavy 
traffic periods. 

Ideally, from the standpoint of the 
latter two considerations alone, as much 
of the maintenance work as possible 
should be done during depression years. 
Excess maintenance, in the form of an 
excess of miles restored, could be built 
up, which would reduce to the minimum 
the amount of shopping which would 
need to be done in periods of high 
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prices and wages, and would maximize 
the availability of equipment during 
the precise periods when this is a con- 
sideration of great importance. But in 
order to preserve the interests of the 
shop forces the latter policy would have 
to be limited, by providing that the 
actual amount of maintenance, meas- 
ured in locomotive miles restored, be 
equalized so far as possible from year 
to year regardless of cyclical fluctuations 
in traffic and earnings. An allowance 
would have to be made, of course, for 
errors in predicting the volume of traffic 
from year to year as well as for secular 
trends in traffic. Our interest, however, 
is not in the merits of this broader 
question of planning locomotive main- 
tenance expenditures, but in the applica- 
tion of the maintenance ratios discussed 
above, which would be a useful device 
for checking the adequacy of main- 
tenance whether or not there be plan- 
ning of the sort just mentioned. 

Chart II shows that these results 
were partially attained on the road in 
question during the period covered, 
though seemingly not because of the 
application by the management of the 
foregoing principles. The maintenance 
ratios were low during the active and 
prosperous years, 1925 and 1926, and 
high during the year of business reces- 
sion, 1927. A thorough going reorgan- 


ization of the system which was in. 


process during the first two years of 
the period is probably responsible in 
large part for this result. The main- 
tenance ratios averaged slightly above 
100 in 1928 and slightly below that 
figure in 1929, but there was a tre- 
mendous drop in the ratios during the 
succeeding years of depression. That 
the management (for whatever reason) 
was not in a position to apply the 
policy above suggested in any thorough- 
going fashion is indicated by the moder- 
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ate average rate of return earned by the 
company during this period. This is 
shown in Table II. The prolongation 
and unusual severity of the present 
depression might, of course, have com- 
pelled some deficiency in maintenance 
even if the suggested policy had been 
followed. 


Taste II. Rate or Return on INVESTMENT ON ONE 
Ratiway SysTEM, 1925-1932. 











Year Rate of Return on Invest- 
ment 
1925 5.65% 
1926 5.78 
1927 4.21 
1928 5-49 
1929 5.24 
1930 4.80 
1931 3.82 
1932 2.82 
Average for the period 4.72% 








The other plan which a management 
might follow would be to build up an 
excess of miles restored in good years 
in order to tide over lean years. This 
policy would reduce the fluctuations in 
the rate of return upon the investment, 
but it would have the serious disad- 
vantages of concentrating maintenance 
in periods of high wages and high prices 
of materials, of increasing the cyclical 
fluctuations in employment among the 
shop forces, and of reducing the avail- 
ability of equipment in periods of heavy 
traffic. Clearly, this policy should be 
discouraged. Yet the recapture clause, 
coupled with the use of the annual 
basis rather than the average of a period 
of years in calculating the “fair return” 
to be allowed, has encouraged the car- 
riers to adopt this expedient. From this 
point of view the repeal of the recapture 
clause in the recent emergency railroad 


legislation was a desirable step. 


™The Railroads’ Relation to Business Recovery,” 
address before the Chamber of Commerce of the United 
States, Washington, D. C., May 4, 1933. See also 
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This conclusion was stated by Presi- 
dent Atterbury of the Pennsylvania 
Railroad in a recent address, as follows: 


“As to the recapture clause, it penalizes 
efficiency of management in prosperous 
times and puts a premium upon extrava- 
gance when earnings are good. That is, 
we must plough maintenance costs into our 
properties when times are good, and wages 
and material prices are high; whereas, if 
maintenance were distributed over lean 
years, it would aid materially in leveling 
sig and valleys, stabilizing industry and 
abor, and would accomplish these ends 
with economy to the railroads. 

“The annual basis for the ‘fair return’ and 
the recapture clause, together, operate to 
prevent the railroads from doing what 


any well managed enterprise should be free 
to do; namely, accumulate a surplus in 
prosperous years to tide over periods of 
depression. But even the return provided 
for in the law has not been accorded the 
railroads.””” 


Although the data, the collection of 
which is recommended in this paper, 
would not enable us definitely to allo- 
cate the responsibility for deficient 
maintenance as between carrier manage- 
ments and the law to which the latter 
are subject, it would give us a reason- 
ably satisfactory measure of the ex- 
cess or deficiency of locomotive main- 
tenance, and would provide the basis 
for a constructive policy designed to 
minimize the effect of cyclical fluctua- 
tions in traffic and earnings upon this 
important branch of railway expendi- 
ture. These considerations would seem 
amply to justify the collection and use 
of the data in question by the Inter- 
state Commerce Commission. A meas- 
ure of the adequacy of the maintenance 
of railway cars could possibly be de- 
veloped on the model of that here sug- 
gested for locomotives. 





testimony of Commissioner Eastman on H. R. 7116 
and 7117 (Congressional Record, p. 446, 72nd Congress, 
1st Session). 














Apartment House Bonds: Some Plans For 


Reorganizing Defaulted Issues 
By CARRIE MAUDE JONES 


HE real estate mortgage bond as 

an instrument of finance has had a 

relatively short career! but in its 
brief history has attained an important 
position, especially during the last 10 
years.? After a period of success, these 
bonds recommended themselves as use- 
ful instruments for financing many of 
the large building schemes of the post- 
war boom. Now, with many of these 
issues in default in payment of principal 
and interest, it is pertinent to analyze 
the circumstances and terms of some of 
these bonds and more particularly the 
plans which have been formulated for 
reorganizing the financial structure of 
the buildings they cover. The effect of 
these reorganization plans upon the 
security holders and the owners of the 
various properties comprises the sub- 
ject of this study. 

The situation in Cook County, IlIli- 
nois affords ample materials for such a 
study, for in the last six years it is esti- 
mated that $1,866,816,000 worth of real 
property has been involved in fore- 
closure proceedings. Of this amount a 
considerable proportion consists of apart- 
ment buildings and apartment hotels of 
one kind or another. The samples used 
in this study have been drawn from 
properties of these types. 

Two lines of action are being followed 
in attempting to place these distressed 
buildings on a paying basis: one involves 
direct negotiation with the bondholders, 


1Jt is said to have originated about 30 years ago in 
Chicago. 

2From 1921 to 1931, $4,661,919,000 worth of these 
bonds were issued in the United States. 


the junior interests, and the equity 
holders; the other calls for foreclosure. 
Both methods are found in the cases 
examined here. 

Early attempts at reorganizations 
brought forth a wide variety of: plans. 
As these were tested by the experience 
of the passing months, some have been 
found acceptable to bondholders; others 
were unsatisfactory and were aban- 
doned. At the present time the methods 
being adopted seem to be following 
certain fairly well defined lines, which are 
described and criticised in the following 
pages. Fifteen reorganization plans 
have been studied in detail. In passing 
judgment on these reorganizations, par- 
ticular attention has been paid to the 
interest of the bondholder, with some 
consideration of the equity holders. In 
the criticisms of the several plans em- 
phasis has been laid primarily upon the 
more important elements, such as the 
nature of the new instrument issued, 
the distribution of future income, in- 
sertion of a new debt, retirement of the 
principal, and the liabilities of the se- 
curity holders. Thus, the study is con- 
cerned principally with the economic 
aspects of the plans and only those legal 
phases which affect economic interests 
have been included. The plans are 
classified according to the character 
of the instrument given to the bond- 
holder after he has deposited his first 
mortgage bond and reorganization has 
taken place. 

Before taking up these several plans 
in detail, however, it is pertinent to 
glance at some of the factors which have 





= 











ity 
re. 
eS 


ns 








contributed to the present situation and 
to describe the chief medium through 
which reorganizations have been effected 
—namely, the much discussed bond- 
holders’ committee. 

A Glance at the Causes 


What are the contributing factors 
behind the present unfortunate situa- 
tion? Why should interest have been 
defaulted and principal payments un- 
paid? Why cannot the borrowers make 
good their obligations? What has hap- 
pened to the apartment buildings se- 
curing these loans? 

Faulty Appraising. Probably an out- 
standing cause of the trouble may be 
found in the appraisals upon which the 
loans were based. Three types of ap- 
praisers were responsible for the valu- 
ations placed on these buildings. “‘Con- 
venience appraisers” agreed to place 
any valuation desired on the property, 
providing the reward was liberal enough. 
Other appraisers simply did not have 
sufficient knowledge of the fundamental 
theories and concepts of property valu- 
ation. Still others, while sound in their 
methods, honest in their opinions, and 
accurate in their estimation of value 
for that particular time, yet failed to 
foresee what*might happen in a period 
of severe depression. 

Even some of the methods used in the 
appraisal of these buildings were wrong. 
Some appraisers took the selling value of 
the land separately and added to it the 
actual cost of the building. Others com- 
puted the expected earning power of the 
project on the basis of peak rentals. In- 
come was also estimated on leases which 
had already been executed but which 
were made to tenants of questionable 
credit for amounts in excess of their 
ability to pay. Also too much confidence 





3See Kuehnle, Walter R., “Sound Appraisals or 
Foreclosures,” Chicago Real Estate Magazine, January 


245 1931, PP. 7-13. 
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was sometimes placed in appraisals 
based on the cost per cubic foot of con- 
struction and not enough emphasis on 
the amount of net income which the 
property could earn. Errors were made 
in estimating operating expenses which 
often turned out to be much higher than 
anticipated. Loans maturing years 
hence were made on the basis of an 
anticipated continued rise in values. 

Unsound Lending Practices. Before 
the middle of 1929 mortgages were 
floated on inflated values with little or 
no equity. Excessive loans were secured 
with the expectation of covering ma- 
turities through heavy amortization pro- 
visions, which later acted as boomerangs 
against the safety of the loan itself. Two 
figures of value were commonly used: 
one on the circular distributed to the 
public, and the other a confidential 
figure for use of the bond house. There 
was stiff competition among the bond 
houses and consequently borrowers shop- 
ped around from house to house, going 
where they could strike the best bargain. 
The artificial bolstering of issues by a 
few bond houses which advanced interest 
and principal before deposit by mortga- 
gors soon spelled disaster for a few com- 
panies and led to the deflection of money 
set aside for new projects to make up 
shortages on completed structures.‘ An- 
other policy which reacted unfortunately 
for the bond houses was that of educat- 
ing the public to a belief and an expecta- 
tion that the house would always buy 
back the bond at par under any condi- 
tions and at any time for resale. Bond 
houses also showed poor judgment in 
the selection of borrowers. Strict re- 
quirements as to character were not 
demanded. 

The Building Situation. The existing 
oversupply of space in Chicago, resulting 


4H. D.- Pettibone, “Status of Mortgage Bonds,” 
Chicago Real Estate Magazine, October 25, 1930, pp. 5-8. 
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from overbuilding of units and the 
doubling up of families because of un- 
employment and stagnant business con- 
ditions, has also been responsible for the 
embarrassment of apartment buildings. 
In addition, a whole group of related fac- 
tors have operated sometimes singly and 
sometimes with other factors to cause the 
financial downfall of individual build- 
ings. These include reduction in rents, 
concessions, poor management, inability 
to refinance, new untried projects, rapid 
depreciation and obsolescence, increased 
taxation, unsuitable location, poor lay- 
outs, inadequate equipment, and chang- 
ing districts. 

In addition to the factors already 
mentioned several others have contri- 
buted to an already serious condition. 
Because of the shaky position of many 
bond houses, borrowers were afraid to 
deposit principal and interest which 
they had available to meet maturities; 
they feared that the funds might never 
be delivered to the bondholders. Ab- 
normal construction brought into the 
field a large number of mortgage loan 
operators, many of whom had inade- 
quate capital and no background of ex- 
perience, training, or ideas of successful 
operation.’ Another element contribut- 
ing to the downfall of the mortgage bond 
was the ignorance of the buyers them- 
selves. They bought bonds on blind 
faith; on the strength of a description 
in an attractive circular with a picture 
of a fine looking building on the cover. 

The factors which have been cited 
here, while not an exhaustive list and 
not treated in detail, will suffice to in- 
dicate the nature of the conditions which 
have caused such a holocaust among 
real estate mortgage bonds. 





5 Sidney Middleton, “Real Estate Mortgage Prob- 
lem,” Chicago Real Estate Magazine, August 30, 1930, 
pp. 15-20. 
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Bondholders’ Committees 


When a building is unable to meet its 
obligations, the trustee cannot ade- 
quately represent the interests of the 
bondholders according to present prac- 
tices. Legally the trustee is given the 
right to take possession of the property 
for the bondholders, to foreclose, and to 
acquire it for their benefit. He may also 
manage the building or arrange for a 
skilled manager to exercise these duties 
for him. In actual practice, however, this 
procedure is open to question at every 
step. The holders of junior liens and the 
bondholders may question the propriety 
of every move and the legality of every 
expenditure. The powers of the trust 
deed are not specific enough to cover 
many of the difficult situations which 
arise upon default. Surety companies 
consider the risk so great that they 
hesitate to bond trustees.® 

For obvious reasons neither the under- 
writing house nor the owners are the 
ones to assume the responsibility. Their 
interests are likely to be opposed to 
those of the bondholders. A plan calling 
for all the bondholders working together 
is not ordinarily feasible since they are 
usually numerous, widely scattered geo- 
graphically, and totally unacquainted 
with each other. Moreover, they are 
often of limited intelligence and ex- 
perience in matters of investment. 


Consequently, the instrumentality . 


which has proved most available is the 
bondholders’ committee. Bondholders’ 
committees were originally composed of 
those individuals who actually held 
bonds of a certain issue. Such commit- 
tees contained investors who were not 
well known, who had no experience in 
investment procedure, and were not 
fitted by training to serve in this capa- 





6H. D. Pettibone, “Real Estate Financing,” Sky- 
scraper Management, April, 1931, p..5- 




















city. They were often biased in their 
decisions and were unable to meet the 
situation with clear and constructive 
thinking. A change has occurred in 
recent years and now committees are 
frequently formed of persons who do 
not own any of the defaulted bonds. 
Well known men of character, knowl- 
edge, ability, and honesty are valuable 
assets to such committees. The under- 
writing house should also be represented, 
since it has all data on the building and 
its financing and also usually possesses 
the only available list of the holders of 
the bonds. In addition, the underwrit- 
ing house sometimes has some of its 
own money in the project which has 
been advanced in anticipation of de- 
posits to be made by the equity holder. 
The experience of bondholders’ commit- 
tees has shown that the reorganization 
work is benefited to some extent by the 
continued cooperation of the under- 
writing house. Prominent bankers and 
trust men, realtors, large owners of real 
estate, property managers, and loan 
specialists have proved to be most 
valuable in the work of these committees. 
It is also most important to have among 
the members an attorney specializing 
in real estate law. 

As soon as a committee is created, 
officers, attorneys, and a depositary are 
chosen; agreements are drawn up; cir- 
culars giving information on the property 
and its financial condition are sent to the 
bondholders; a reorganization plan is 
formulated which may or may not re- 
quire foreclosure proceedings; proper 
management is arranged for; agree- 
ments are made with equity holders and 
junior interests; income is collected; 





7C. R. Edmister, “Bond Committee Restricted,” 
Real Estate, September 30, 1933, pp. 15-21. 

8H. D. Pettibone, “Real Estate Financing,” Sky- 
Scraper Management, April, 1931, p. 5. 

® The performance of these committees is a subject 
in itself about which much has been written, but it is 


‘REORGANIZATION OF DEFAULTED BOND ISSUES 


361 


operating expenses are paid and dis- 
bursements are made to bondholders 
when sufficient revenue is derived. In 
past years the few spasmodic efforts 
made by the Federal Government and 
by state legislatures to control the ac- 
tivities of these committees have been 
ineffective. The passage of the Federal 
Securities Act of 1933, however, in- 
dicates active supervision of all re- 
organization plans by the Federal Gov- 
ernment.’ 

In October, 1929, the first large real 
estate bondholders’ committee was 
formed in the Chicago area.’ During 
the past four years hundreds of such 
committees have been formed and are 
now functioning. The committees have 
been confronted with a difficult task. 
The public to whom they have had to 
appeal for cooperation has been some- 
what chary in extending this coopera- 
tion, partly because of ignorance of the 
situation, of the methods of procedure, 
and of the aims of the committees, and 
partly because of dishonest practices on 
the part of some of these groups.® 


Analysis of Reorganization Plans 


The materials of this study consist 
of the reorganization plans for 15 sepa- 
rate properties,!° which may be con- 
veniently classified into five groups, 
based upon the type of instrument used 
in the reorganization. The first group of 
plans refinances with cash payments to 
the bondholders. The second type pro- 
vides for readjustments of principal and 
interest. In both of these types bond- 
holders may retain their original securi- 
ties. In the third type, new bonds of 
different varieties are issued to the 
not included as a part of this discussion. 

10The data concerning these 15 properties were 
secured from bondholders’ committees, trustees, 
managers, underwriting houses, equity holders and 
bondholders. The identity of these sources, however, 
is confidential since the information was secured upon 
this pledge. 
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original bondholders. The fourth type in- 
volves the issuance of stock, voting trust 
certificates, or. participation certificates. 
The last type provides for the formation 
of a trust which takes title to the prop- 
erty and issues its own obligations. 

All these plans are summarized in 
Table I, which also gives certain ad- 
ditional data about the individual prop- 
erties not touched upon in the text. » 


Group I. Plans Providing for Cash 
Payment to the Bondholders 


The apartment building (Plan No.1) 
which illustrates the first type of re- 
organization consists of 45 furnished and 
unfurnished apartments and six stores. 
The original bond issue was for $165,- 
000, which represented 66% of the ap- 
praised value of the property ($250,000) 
as stated on the sales circular. In the 
years 1928 and 1929 the principal was 
reduced materially, and the building 
did not experience difficulties until the 
final maturity date when the balance of 
the principal was due. The reason for 
the trouble seemed to be the forced re- 
duction in rentals resulting from general 
economic conditions. The property was 
well managed and well rented. When the 
bank took possession, only two apart- 
ments were vacant. Taxes were reason- 


able. 


After default, the trust company 
which sold the issue volunteered to act 
‘without compensation for the bond- 
holders, thus eliminating the need for a 
committee. The trust company also 
assumed complete control of the prop- 
erty, including management and col- 
lection of all rents, with the full approval 
of the owners and second mortgage 
holders.”! 


11 An agreement was made with the owner to con- 
tinue as agent of the property, since his management 
had been quite satisfactory. He was placed under a 


fidelity bond.and was also under the supervision of 
the trustee. 
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With $123,900 in bonds on deposit,” 
a new loan for $112,000 was made with 
an insurance company at 6% interest 
for a period of Io years. The old bond 
issue was subordinated to the new loan. 
The proceeds of this new loan were dis- 
tributed oa July 28, 1931, first to the 
holders of bonds falling due on the final 
maturity date, and second to those 
holding subordinated bonds." In the 
actual distribution of the money, $75.80 
was paid on each $100 bond and was so 
endorsed thereon. The balance was not 
cancelled but continues as a lien against 
the property at 614%. It was expected 
that this remaining $24.20 would be paid 
from the income of the building within a 
period of two years but rentals have de- 
creased to such an extent that further 
payments have thus far been impossible. 
In fact, the income during the past year 
has been barely sufficient to pay operat- 
ing expenses and taxes. According to 
past earnings of the property, an esti- 
mate indicates that seven or eight years 
will be required to pay off the original 
bondholders. Money was deposited 
with the trustee to take care of the $2,- 
000 in bonds not deposited, plus interest 
to date of maturity. 

This plan is as near a perfect solution 
of a defaulted bond issue as it is possible 
to find. This method may be used when 
the issue is small; when no conditions 
in the trust deed preclude such proce- 
dure, providing the property warrants 
complete refinancing; but only when the 
income at the time of reorganization and 
its prospects for the future justify this 


12All but $2,000 of the bonds outstanding were de- 
posited, representing an unusually small percentage 
of bonds withheld. 

18The trust company held a number of bonds as 
security for principal and interest advanced to bond- 
holders. The interest on these bonds was subordinated 
until a later date. An agreement was made with the 
holder of the second mortgage to delay action until the 
obligations to the first mortgage bondholders had been 
entirely met. 
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responsibility. The plan calls for com- 
plete cooperation on the part of all 
interests concerned—the bondholders, 
the equity holders, and the junior in- 
terests—and this united approval is 
extremely difficult to secure. The main 
obstacle to the use of this method would 
be the difficulty of securing a new loan 
of such magnitude. The property in 
question was extremely fortunate in this 
respect. 

Critique. From the standpoint of the 
bondholders, the plan is unusually favor- 
able, for they have received 75% of their 
investment, which is an exceptionally 
large cash payment. Plans which in- 
clude a cash disbursement of any amount, 
even as small as 10%, have the strongest 
appeal to bondholders. In actual pur- 
chasing power, the recipient of $75 now 
has nearly as much as $100 would have 
given him when he bought this bond, 
and he still has the indefinite promise 
that the remaining $24.20 may eventu- 
ally be paid—a promise which may or 
may not be fulfilled. 

The security of the bondholders, while 
subordinated to the new loan, remains 
the same—a mortgage bond. Their 
security continues to rest on tangi- 
ble real property; they have not ex- 
changed their bonds for other instru- 
ments backed by intangible assets. 
However, in buying these bonds orig- 
inally they received definite promises 
to pay at a specified time and the obli- 
gations of the contract have therefore 
been repudiated. Moreover, under the 
original plan the entire amount of their 
bonds was a first lien upon the property. 
Another loan has now been inserted 
ahead of the $24.20 still due them. 
Bondholders are receiving the same rate 
of interest on the unliquidated balance 
of $24.20 as on their original bonds. 





4 There is also a junior mortgage securing $177,000 
in notes, maturing serially. 
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The equity holder still retains his 
equity in the property and he has 
secured a longer period in which to pay 
his obligation, and that at a lower rate 
of interest. This means an annual re- 
duction in the interest charges of $1,- 
463.50, but even so the total cost to the 
owner may be greater than formerly 
because the period of the loan has been 
extended. After the bondholders are 
paid out, the property reverts to the 
original owner but he has lost financial 
control of the property in the meantime, 
although he continues to manage it 
under the supervision of the trustee. 
This, of course, is decidedly advantage- 
ous to his interests. 


Group II. Readjustment of Principal 
and Interest 


The property which illustrates this 
type of reorganization scheme (Plan No. 
3) is a 12-story, modern, fireproof apart- 
ment hotel consisting of 242 rooms and 
4 stores. It was owned and operated by 
a building corporation and is eight years 
old. The amount of the first mortgage 
was $900,000 of which $117,000 was paid 
off, leaving $783,000 outstanding at the 
time of default. Of this amount $72,000 
was subordinated to the second mort- 
gage, leaving $711,000 originally de- 
signed to mature in semi-annual pay- 
ments. At the present time a receiver 
is managing the property. 

The reasons for the financial difficulties 
of this building are apparently the com- 
mon ones: an oversupply of apartment 
hotel space in Chicago, with the result- 
ing high percentage of vacancy; de- 
clining rents and the difficulties of rent- 
ing the higher priced rooms; and the 
general business situation. _ 

The plan which was worked out to 
avoid cessation of interest payments 





16 Average occupancy during 1932 was about 79%, 
while at present this figure has dropped further to 
only 60%. 
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TaBLe I. Summary oF REoRGANIZATION Pians op y Derav 
Group I Group II GroupII_ - ; * Group II 
ITEM Refinancing Extension Extension Extension Two New | Three Classes Inco 
of Maturity | of Maturity | of Maturity Bonds of Bonds Bonds 
and and | Commo! 
Reduction Reduction 
of Interest of Interest 
No. 1 No. 2 No. 3 No. 4 No. 5 No. 6 No. 
Size of Building 45 Apartments|/42 Apartments} 242 Rooms |100 Apartment|| 360 Units Apartment 
108 Rooms 138 Rooms 4 Stores (Cooperative |} Cooperative otel and aq Apar 
Bldg.) and Hotel Annex < 
Assessed Value, 1931 $ 83,556 $105, 188 $559,799 | $1,078,528 || $1,101,173 $ 80 
Amount of Original Loan $165,000 $160, 000 $900,000 $1, 700, 000 $3,724, 000 $4, 000, 000 $100 
Bonds Outstanding at Reorganization $125,900 $125,000 $783,000 | $1,660,000 |] $3,700,000 | $4,000,000 $ 85 
Net Income per Year at Reorganization* $10,000-14,000 $15,750 |$37,951 (1930) $148,613 $74,819.39 $ 2 
Bond Issue Requirements on Original Set-up $ 16,500 $ 8,750 $ 82,215 $150,400 — $144,000 $260,000 F $ 10 
(Interest only) 1931-approxi- (Interest only) ; 
mate) i 
Date of Original Issue May 15, 1924 || Aug. 20, 1924 | Mar. 15, 1923 1928 June 1, 1926 | June 1, 192 April 1 
Mar. 1, 1925 
Original Final Maturity Date May 15,1 931 || Aug. 20, 1931 | Mar. 1, 1935 1939 June 1, 1938 April 1 
April 1, 1935 
Date of Default May 15, 1931 || Aug. 20, 1931 1931 Jan., 1931 Dec. 1, 1930 1929 Oct. 1, 
Nature of Default Maturity Maturity Principal Principal Principal Principal Princ 
and Interest | and Interest || and Interest | and Interest , . and In 
Original Form of Organization Individual Individual Corporation | Corporation Corporation | Corporation Indivi 
New Form of Organization Indiv dual Individual | Corporation | Corporation Corporation New Ne 
Corporation Corpo! 
Instrument Used in Reorganization Same Bond New First | Same Bond or| Same Bond or ||1~-15-Year 5%| Class A Bond ist Mo! 
Mortgage Collateral Collateral Bond (60%); | Class B Bond $% 10 
Bond Trust Cer- Trust Cer- ||1-30-Year 2}4-| Class C Bond come 
tificates tificates 34% Bon , Commor 
(40%) 
Bondholders’ Committee Used No Yes Yes Yes Yes Yes 7 Y 
Percentage of Bonds Deposited 99% 100% 88% 97% 91% 97% 100 
Foreclosure Used No No No No Yes Yes Ne 
Interest (Old Rate) 64% 71% 64% 64% 64% 64% | 69 
Interest (New Rate) 71% 44% 4%% 15-Year Bonds| Class A—6% Income 
57 Class B-5-6% up to 
30-Year Bonds|Class C-4-6% , oommor 
244-3446% | after 2 Years % of Ex 
t : 
Princi; justment -Year 15-Year 15-Year 15-30 Year ae 
nine sitensien Uhension siiteasien xtension 
Retirement Provisions Amortization |Sinking Fund;} Corporate || Sinking Fund |A-Amortized Sinking 
at Full Value | Emergency Fund; 'B-Sinking fund 
Fund Refunding C-Sinking fund 
Fund , 
Cash Distribution $75.80; $24.20 None None None None None No 
in 2 Years ; 
New Loan Used $112,000,(6%) None None None None $500,000 Noi 
(A Bonds) 
New Securities Issued None Yes None None None Yes Ye 
Plan Now Operating Yes Building Sold’ Yes Yes No Yes a Ye 
*Taxes deducted, but not principal or interest. a 
J 
4 
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Sor | DeravtTeD ApaRTMENT-House Bonp Issues. 
* Group 11I—Continued Grovur IV Grove V 
Income Income Second Preferred Vo Trust Trust Trust Trust 
Bonds and Bonds, Pre- Mortgage Stock and Certificates | Participation Cer- ‘inecese Bonds, 
Common Stock | ferred Stock | Bonds, Pre- Common _ | Representing | Certificates tificates of | Bonds Participation 
and Common |}. f SS) Stock One Share o' Beneficial ferred Stock Certificates, 
Stock oe ae Stock Interest and Commen and Common 
tock Ss 
No. 7 No. 8 No. 9 No. 10 No. 11 No. 12 No. 13 No. 14 No. 15 
24 Apartments |30 Apartments|76_Apartments|/30 Apartments/57 Apart: ts/31 Apart ts||31 Apartments 
10 Stores 2 Stores 
$ 80,776 $ 93,922 $189,110 $101,007 $157,560 $ 73,762 $108,349 
$100,000 $110,000 $250,000 $120,000 $420,000 $115,000 $140,000 
$ 85,000 $108,000 $250,000 $100, 500 $407,500 $111,000 $111,000 
$ 2,000 $ 6,741 |$12,000-15,000]/|} $ 7,500 $ 23,000 $ 4,750 $ 5,500 
$ 10,100 $ 10,980 $ 16,250 $ 10,872 | $26,487.50 $ 10,660 $ 7,215 
(Interest only) (Interest only) (interest only) 
April 1, 1926 Oct. 1, 1927 | Nov. 2, 1925 || Dec. 20, 1924 | Mar. 15, 1926 | Feb. 1, 1928 || Nov. 1, 1924 
April 1, 1933 Oct. 1, 1934 | Nov. 2, 1935 || Dec. 20, 1934 | Mar. 15, 1936 | Feb. 1, 1938 || Nov. 1, 1931 
Oct. 1, 1931 April 1, 1931 | Nov. 2, 1929 || Dec. 20, 1931 | Mar. 11, 1931 | Feb. 1, 1931 || Nov. 1, 1931 
Principal Principal Interest Principal Interest Interest Principal 
and Interest and Interest and Interest and Interest 
Individual Individual Corporation Individual Corporation Individual Individual Various Various 
New New New New New New Trust Trust Trust 
Corporation Corporation | Corporation Corporation | Corporation | Corporation 
1st Mortgage | 1st Mortgage | 2nd Mortgage Preferred Voting Trust | Participation || Certificates | Collateral In- | Trust Bonds; 
5% 10-Year 4% 10-Year | 5% 10-Year || Stock; Com- | Certificates Certificates of Beneficial | come Trust | Participation 
Income Bond; {Income Bond; ond; mon Stock Interest Bonds; Pre- | Certificates; 
Common Stock Preferred ferred Stock; fer Ss ; | Special Cer- 
Stock; Com- Common Common _|tificates; Com- 
mon Stock Stock Stock mon S$! 
Yes Yes Yes Yes Yes Yes Yes No No 
100% 984% 96-97% Over 90% 92.6% Approximately||Approximately 
100% 100% 
No Yes Yes Yes Yes Yes No No No 
6% 6% 64% 6% 64% 6% 64% 6-7% Various 
Income Bonds |Income Bonds} Bonds, 5%; Preferred % of % of Up to 4% Bonds, % of | Bonds, 5%; 
up to 5%;  |4%3 Preferred | Preferred’ || Stock, 5%; | Earnings Earnings ° | Warnings up | Nothing on 
ommon Stock Stock, 5% Stock, 5%; Common to 6%; Pre- | Certificates; 
% of Earnings Cc Cc Stock, % of ferred Stock, | % of Earn- 
Stock, % of | Stock, % of Earnings 5%; Common | ings on Com- 
Earnings Earnings Stock, % of | mon Stock 
Sinking Fund | Sinking Fund | Sinking Fund || Sinking Fund None None Redemption | Sinking Fund | Refinancing, 
Fund Sale, or Re- 
serve Fun: 
None None None None None None None None None 
None None $ 50,000 $ 22,000 | Plan to place; None 18,000 Sometimes | Capital from 
(s Years, 6%) (s Sears 6%) "Trustees 
Yes Soon Stock Issued Yes No Foreclosure Yes Yes No 
Instead of Pending 
Bonds 
Yes Yes Yes Yes Yes Yes Yes Yes No 
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and the consequent foreclosure proceed- 
ings included: a reduction of the interest 
rate from 6%% to 4%%;* the post- 
ponement of principal payments for 15 
years; and the creation of a compulsory 
sinking fund and an emergency reserve 
fund.” The emergency reserve fund is 
to be expended only under the direc- 
tion of the building corporation and an 
independent agency selected by the 
bondholders’ committee. 

Holders of certificates of deposit are 
entitled to: (1) return of their respective 
bonds properly stamped or endorsed 
with original coupons replaced by new 
ones correcting the rate of interest, or 
in lieu thereof the old coupons appro- 
priately stamped or endorsed; or (2) 
collateral trust notes or other new securi- 
ties of the same amount as the bonds 
deposited: 

This method, like all others, must be 
carefully checked with the trust deed 
in order that it may be legal in every de- 
tail. The income must also be satis- 
factory at the present time and should 
give promise of warranting this pro- 
cedure in future years. Under this 
method the original first mortgage re- 
mains; the interest rate is reduced 2%; 
the annual payments of principal are 
temporarily eliminated; and the in- 
debtedness is spread over a greater 
number of years. 

Critique. Plans which provide for a 
simple adjustment of principal and in- 
terest have considerable merit in that 
the bondholder still retains his first 
mortgage bond backed by the property 
itself. His status is thus exactly the 
same as when he bought his first bond. 
But his security was originally a promise 


16Tn case of future default the interest rate is re- 
instated at 64%. 

17 One-half of the net profits after reserves for in- 
terest, taxes,-and other operating expenses have been 
deducted goes to the sinking fund for retiring bonds. 
Bonds are retired by purchase or selected for redemp- 


to pay on a certain date which has been 
broken. Instead of receiving the face 
value of his bonds when they become 
due, he has to wait. Furthermore, he 
will lose 2% interest a year, with some 
possible compensation in the provision 
in the supplemental indenture which 
reinstates the interest at 614% in case 
of another default. 


Bondholders also benefit by the crea- 
tion of the two sinking funds, one to 
protect their security by collecting 
funds for major expenditures and the 
other to take care of retirements of 
outstanding bonds. But, judging from 
present income, very little will remain 
out of earnings for these funds. Interests 
of the bondholders in the expenditure 
of the emergency reserve fund are well 
protected by their right to appoint an 
independent agency to cooperate with 
the building corporation. In addition, 
the sinking fund may provide a potential 
market for those who wish to sell or to 
offer their bonds at market price. How- 
ever, a plan which may permit some 
bondholders to part with their bonds at 
less than they paid for them, while others 
may receive their full investment and 
the equity holder retains his interests, 
is antagonistic to the basic conception 
of a first mortgage. In addition, instead 
of a definite maturity date, bonds may 
be retired through the sinking fund by 


lot. This is, of course, a disadvantage to” 


those wanting their investments to ma- 
ture at a definite time. 

Equity holders find this plan most 
agreeable, since they retain their in- 
terest, although their responsibility is 
now extended over a much longer 
period of time; and they are given every 


tion by lot. The other half of the net profits goes to the 
emergency reserve fund for possible increases in taxes 
and other emergencies. When this latter fund reaches 
$35,000, all net profits are deposited in the sinking fund 
for retirement of bonds. 
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incentive to succeed with their invest- 
ment. They also receive immediate re- 
lief in a 2% reduction in their annual 
interest rate, although the total cost 
over the entire period may be more. The 
absence of fixed serial maturities keeps 
the issue from going into default as soon 
as net income falls below a certain pre- 
determined amount and yet allows the 
issue to be retired as rapidly as earnings 
permit. The bonds will be retired faster 
since they can be bought at the market 
price rather than at their face value. 
The reduction in interest is in line with 
the present movement toward scaling 
down mortgage requirments but a fixed 
rate of interest has again been estab- 
lished. In case the building cannot earn 
it, the issue will once more be in default. 

In using such a plan as this, the physi- 
cal and economic life of the building 
must be taken into account or this 
remedy will be but temporary and the 


future will bring great difficulties. It 
may work satisfactorily with some 
buildings, but it is not a: panacea for all 
buildings which are in need of resusci- 
tation. 

Plan 4 which is practically identical 
with the one just described has also been 
used in reorganizing a $2,500,000 co- 
operative apartment building. Plan 
2 differs essentially from the plan just 
described in (a) adjustment of maturity 
date only; (b) no specific funds are set 
up for future payments; (c) new first 
mortgage bonds are used; (d) interest 
remains at the same rate. 

The second installment of this article 
will conclude the discussion with an 
analysis of the three remaining groups 
of reorganization plans—namely, those 
which employ new types of bonds in the 
reorganization scheme, those which use 
a variety of securities, and those which 
provide for the formation of a trust. 














The Transportation of Government Property 
and Troops over Land-Grant Railroads 
By NORRIS KENNY 


Federal Government receives rate 

concessions over thousands of miles 
of railway routes. Approximately $2,- 
500,000 represents the annual savings 
over the commercial tariffs from this 
source in the transportation of property 
and troops and an equal amount in the 
carriage of the mails. These concessions 
arose out of the land-grant policy of the 
Government in aid of railroads begin- 
ning in 1850 and ending in 1871. Ina 
measure they operate as continuing 
charges upon some railroads in partial 
compensation for public lands granted 
to them at that time. Non-land-grant, 
competing routes have had to meet the 
reductions in order to retain govern- 
ment business. 

In this paper it is proposed to ex- 
amine the content of the provisions 
which condition the transportation of 
government property and troops over 
land-grant routes and to measure what 
their effect has been. The carriage of 
the mails at reduced rates is a somewhat 
separate story not to be considered here. 


[° is not generally known that the 


Introduction 


The land-grant policy of the Federal 
Government in aid of railroads is largely 
an historical incident. Between 1850 
and 1866 Congress passed numerous acts 
by which the public land states were 
entitled to receive enormous tracts of 
federal lands for the purpose of aiding 
railroad construction along specified 





1 Because some of the western grants are as yet not 
finally adjusted, the total amount of the donation is 
only approximate. 


routes. Under these acts some 38,000,- 
ooo acres have been received by private 
railroad corporations designated by the 
grantee states. Between 1862 and 1871, 
under another series of acts, Congress 
provided for even larger grants of land 
to pass directly to railroad companies. 
Approximately 94,000,000 acres have 
been acquired by the roads so favored.' 

In addition to the above grants, thou- 
sands of acres of federal lands have been 
donated to railroads for rights-of-way 
through the public domain. Portions of 
various other land grants, made by the 
Federal Government to the states, have 
eventually found their way into railroad 
hands by gift. For example, the internal 
improvement grants, authorized in 1841, 
were used in whole or in part by some 
states in aid of railroad development.’ 
Probably over 175,000,000 acres have 
been devoted by the Federal Govern- 
ment, the states, and their subdivisions 
to the furtherance of railroad construc- 
tion. 

Undoubtedly these great donations 
affected the economic development of 
the West and South and had a profound 
influence upon political affairs in the 
nation. Even today certain grants in 
the far West are not finally adjusted and 
constitute problems of administration. 
In addition to hang-over administrative 
problems, the land-grant policy in aid 
of railroads has a present-day signifi- 
cance in two important respects. 





2 Certain states, especially Texas, owned land that 
did not come directly by grant from the Federal Govern- 
ment. Portions of these lands were used to promote 
railroad construction. 
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In the first place, railroad corporations 
today own “grant lands” which, in one 
way or another, are income producing. 
Thousands of acres of these grants are 
used for carrier purposes and are classi- 
fied as carrier lands. Therefore they are 
valued for rate-making purposes at mar- 
ket value and upon this value the roads 
are entitled to earn a fair return if 
possible. For some roads carrier lands 
of this type are of importance. For ex- 
ample, Mr. Eastman of the Interstate 
Commerce Commission stated that the 
60,000 acres of carrier grant lands of the 
Santa Fe were valued at almost $10,- 
000,000 in 1916.3 

A few western roads hold enormous 
acreages of non-carrier grant lands which 
produce a certain amount of non-operat- 
ing income. Many of these lands are of 
little worth; others contain valuable 
timber and mineral resources. The 
Santa Fe, for example, at the end of 
1927 owned approximately 3,400,000 
acres situated largely in New Mexico 
and Arizona.‘ 

Railroad ownership of these tracts of 
land has often been the charge which set 
off prolonged and heated arguments. 
The attacks upon government subsidies 
to inland waterways which compete 
with railroads have been countered by 
pointing to the grant policy in aid of 
railroad construction.» The roads, in 
turn, contend that the gifts they re- 
ceived were of little value to the giver 
and, in many cases, were of little actual 
aid to them in construction.’ These 
problems will not concern us here. 

The second way in which the land- 


33271.C.C.118. Apparently only a portion of these 
lands constitute direct federal grants. Probably the 
remaining lands are largely grants from the states. 

4 Return to Valuation Order No. 25, Bureau of Valua- 
tion, Interstate Commerce Commission. 

5 Hurley, Patrick J., A speech before the Mississippi 
Valley Association:on the inland waterways program, 
44 New York Times 2 (November 25, 1930); “Deeper 


grant policy in aid of railroads concerns 
the transportation problems of today is 
in the existence and operative force of 
the provisions in many of the grant acts 
which reserved to the Government the 
right to use grantee railroads as high- 
ways free of charge and/or to have its 
property and troops transported over 
them without payment or at reduced 
rates. 

The situation created by these pro- 
visions in the grant acts has provided a 
basis for the contention that the grants 
were not donations pure and simple. A 
bargain was struck between the rail- 
roads and the Government. 


“They [the grants] can affect the transporta- 
tion cost today and in the future only fa- 
vorably to the government, because in this 
clear-cut trade between the United States 
and the railways the government no longer 
gives but continues to take.’’” 


The quotation not only emphasizes 
the contention that the land grants were 
a consideration, in part at least, for a 
reduction in rates but also raises certain 
controversial questions as to the rela- 
tive values parted with by the Govern- 
ment on the one hand and by the roads 
on the other. One of the tangible 
weights to be used in any settlement of 
the controversy is the loss in revenue 
to the railroads or, to put it conversely, 
the savings in transportation charges to 
the Government. This factor may be 
determined and may be used in any 
balancing of the benefits and of the 
detriments arising out of the land-grant 


Rivers: The Mid-West is Getting Them,” 4 Fortune 
39-40 (October, 1931). 


6 Whitridge, Horatio L., ““A New Era for the Rail- 
roads,” 90 Railway Age 437-8 and 494-6 (February 28 
and March 7, 1931); Duncan, C. S., for the Association 
of Railway Executives, “On Land Grant Rates and 
Fares,” Washington, 1930; Baldwin, W. W., Con- 
gressional Record, pp. 1431-4 (January 13, 1920). 


7 Duncan, op. cit., pp. 5-6. 
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policy either from the point of view of 
the railroads or from that of the Govern- 
ment. 


Provisions in Grant Acts Conditioning the 
Transportation of Government 
Property and Troops 


The provisions in the land-grant acts 
conditioning the transportation of gov- 
ernment property and troops by the 
aided roads fall into four distinct groups. 
The provisions in three of these groups 
have caused little controversy as to 
their interpretations but, at the same 
time, affect only a few roads. The other 
provision, first incorporated in the Act 
of 1850 by which lands were granted to 
Illinois, Alabama, and Mississippi, con- 
ditions transportation over the greater 
portion of the land-grant mileage. Be- 
cause it was taken bodily from prior 
acts by which lands were granted largely 
for canal purposes, its interpretation 
has been difficult. Although the reserva- 
tion is found in a number of the early 
canal and other internal-improvement 
grant acts, it was never applied in prac- 
tice. The inherent differences in the two 
methods of transportation led to contro- 
versy over its application to railroads. 
This “‘free toll” provision is quoted from 
the Illinois act of 1850. The routes sub- 
ject to its application will be called “free 
toll-public highway” lines. 


«ce 


. . and the said railroad and branches 
shall be and remain a public highway, for 
the use of the Government of the United 
States, free from toll or other charge, upon 
the transportation of any property or troops 
of the United States.’® 


This provision, practically in its origi- 
nal form quoted here, was incorporated 
in all grant acts passed prior to May 12, 

'1864, except the Union Pacific Act of 





® 9 Stat. 466. 

9 14 Stat. 87. 

10 See p. 372 infra. 

1 14 Stat. 87; 14 Stat. 239. 


1862. It was incorporated, also, in a 
few of the later acts but because of 
other provisions which went beyond its 
application it had no force there. To- 
day, some 8,300 miles of road are sub- 
ject to the operation of the provision de- 
claring the railroads to be public high- 
ways free from toll upon the transporta- 
tion of Government property and troops. 

The second provision declares that the 
railroads shall transport federal property 
and troops at their own expense. The 
term “free land-grant” will be used to 
designate such routes. 


“ 


. and the same shall at all times be 
transported at the cost, charge, and expense 
in all respects of the company or corpora- 
a 


This provision was sharply differenti- 
ated at the time the courts held that the 
“free toll” and “public highway”’ clauses 
in the first provision could not be in- 
terpreted to mean more than the mere 
use of the roadbed free of charge by the 
Government.’ 

This second condition was originally 
incorporated in only two acts under 
which roads were built in Minnesota, 
Oregon, and California." In_ several 
other instances the provision is found in 
acts supplementary to the original grant 
acts. Certain lines of the New York 
Central System in Michigan, portions 
of the Missouri, Kansas, & Texas in 
Kansas, the Rock Island in Arkansas, 
and the Missouri Pacific in Missouri and 
Arkansas come under this classification." 
Today only 926 miles of line in Minne- 
sota, Michigan, and Kansas are free 
land-grant routes. The remainder of 
the free mileage has been transferred by 
congressional action to the 50% classifi- 
cation, as will be indicated later. 





12 13 Stat. 339 (amended by 14 Stat. 289); 14 Stat. 
78; 14 Stat. 289; 14 Stat. 338. In the last two statutes 


the clause reads that transportation shall be at the cost 


of the company when so required by the Government. 
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The third type of reservation condi- 
tioning government transportation de- 
clares that it shall be “ . subject to 
such regulation as Congress may impose 
restricting the charges for such govern- 
ment transportation.” Of the routes 
operating under this condition the trans- 
continental line of the Northern Pacific 
is the most important." Then, also, por- 
tions of the routes of the Santa Fe, St. 
Louis-San Francisco, and Southern Pa- 
cific, which were constructed under the 
grant act applying originally to the 
Atlantic & Pacific Railroad, are subject 
to this provision.” Finally, a portion of 
the Southern Pacific, built under the 
Texas Pacific grant, is included.* Al- 
together some 3,800 miles are classified 
in this manner today. Over them the 
rates for the transportation of Govern- 
ment property and troops have been 
established by Congress on the same per- 
centage basis as applies to the “free toll’’ 
roads. 

Finally, we have that class of land- 
grant railroads over which Government 
transportation enjoys no special rate 
reductions. This situation is the result 
either of the absence of specific reserva- 
tions in the grant acts or of the incor- 
poration of clauses declaring that the 
rates should be reasonable and, in any 
case, not more than those charged pri- 
vate individuals. The Union Pacific, 
with its branches and connections, is the 
principal railway of this type.’ In 
addition, roads built under grants origi- 
nally extended to the Oregon Central!® 
and to the State of Kansas!® are included. 
The railroads which were aided by grants 
under the Union Pacific acts were re- 


13 13 Stat. 365. 
413 Stat. 365. 
15 14 Stat. 292. 
6 16 Stat. 573. 
17 12 Stat. 499; 13 Stat. 356. 


quired to extend equal facilities to the 
Government and to the public and to 
operate their roads and telegraph sys- 
tems as one continuous line for such 
transportation. In certain acts?° the 
reservation was made that the Govern- 
ment should be extended a preference in 
service over the lines constructed under 
their provisions. It may be mentioned, 
also, that the Government, under statu- 
tory authority, has withheld part of the 
carrying charges owed to bond-aided 
roads.2" Today all charges over 100 
miles of the Missouri Pacific in Kansas 
are withheld and applied to the payment 
of the bonds and interest. 

Table I indicates the status of the 
land-grant railroads today with respect 
to mileage and rates. 


Taste I. Present Status oF LAND-GRANT 











RatLroaps* 
Percentage 
of Full 
Classification Rate Paid} Mileage 
by Govern- 
ment 
Free toll-public highway...... 50% 8,145.14 
Free land-grant.............. ° 926.98 
Free land-grant reclassified by 
Congress... ....-sssceccsess 50 1, 353-82 
Reieted by Congress....... 50 3,839.61 
FGA ess ciccenncecpicass 100 3,572.26 
ROMANS os cicereceeseeees 17,837.81 
Bond aided................. ° 100.00 











*Computed from data contained in “Schedule of Land-Grant 
and Bond-Aided Railroads of bly United States,” Circular No. 


» Office of the Quartermaster General, pp. 33-51, Fe * 
‘Non, on and in “Statement showing Land Gran ot 5s ey Con 
tno Aag to aid in the construction of Railroads. ‘agon 

anals and Internal Tepeovernenta, ‘e compiled | from 
Land Office records by orderfof the Secretary of Che Eeteter, 


1915. Adjustments were made by the writer for changes in 
status subsequent to 1922. 


18 16 Stat. 94. 
19 14 Stat. 210. 
20 14 Stat. 210; 16 Stat. 573. 


21 Under the Union Pacific Act of 1864 this road, its 
branches, and connections were loaned the proceeds 
from the sale of United States bonds which were secured 
by a second lien upon the property of the roads. 
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Interpretation and Modification of the Pro- 
visions Conditioning the Transportation 
of Government Property and Troops 


The provisions of the grant acts con- 
ditioning the transportation of Govern- 
ment property and troops had to be 
interpreted and applied administra- 
tively. Two of them, one of which re- 
quired transportation wholly at the 
expense of the railroads and the other 
carriage at rates no different from those 
applicable to ordinary freight and per- 
sonnel, did not need much definition. 
The more important provision, contain- 
ing the “public highway” and “‘free toll” 
clauses, was more difficult of interpreta- 
tion. 


In 1861” an act of Congress placed the 
transportation of military property and 
troops under the control and supervision 
of the Secretary of War. At this time 
the mileage of land-grant roads was com- 
paratively small, the Illinois Central 
being the most important route. This 
road placed itself immediately on the 
outbreak of the Civil War at the dis- 
posal of the Government with compensa- 
tion to be arranged later.” 

Under the authority of the Act of 1861 
the War Department allowed the “‘free 
toll’ roads two cents a mile for passenger 
traffic and reasonable rates, less 3314%, 
for freight. We find, however, that the 
rates over several routes were not af- 
fected. Such was the situation in Mis- 
souri along the Hannibal & St. Joseph 
and the Pacific Railroads. It was felt 
that reduced rates would work a hard- 
ship on these routes because of the de- 
struction of their property by southern 
sympathizers.”! 





2 12 Stat. 334. 

23 Murphy, H. K., “The Northern Railroads and the 
Civil War,” 5 Mississippi Valley Historical Review 
324-38 (December, 1918). 


* 12 Stat. 614. 
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After March 1, 1867 a change was 
made in the rates applicable to military 
transportation. The War Department 
established rates uniformly 33144% below 
those paid by the public in general. 
In the meantime there had been some 
agitation in Congress to secure free 
transportation over the land-grant 
routes.” 

In 1874 Congress acted. In the Army 
Appropriation Act of that year™ it was 
provided that no payments should be 
made for transportation of property or 
troops not only over the “‘free toll-public 
highway” roads but over the other land- 
grant routes as well. In the next appro- 
priation act Congress retracted in part 
and declared that this prohibition should 
not apply to roads the grant acts of 
which had provided for payments at 
the same rates as charged the public in 
general.?” The two acts are incorporated 
in the code today but the former, be- 
cause of subsequent interpretation and 
modification, is ineffective when applied 
to the “‘free toll” routes.”* 

The railroads were permitted by the 
Act of 1874 to test the congressional 
interpretation of the “free toll-public 
highway” reservation to mean carriage 
free of all charges. The Supreme Court 
reversed” the Court of Claims in its dis- 
missal of the suits brought by the roads 
against the Government.*® The clause 
in dispute was interpreted by the higher 
court in the light of historical facts. 
The term “public highway,” it was held, 
could not be construed to embrace rolling 
stock or other personal property or 





% Congressional Globe, pp. 890, 1387, 38th Cong., 3d 
sess. 

6 18 Stat. 72, 74. 

2718 Stat. 452, 453. 

28 United States Code, Title 10, Sec. 1376. 

29 Lake Superior and Mississippi Railroad Company v. 
United States, and Atchison, Topeka and Santa Fe Rail- 
road Company v. United States, 93 U. S. 442 (1876). 

3° 10 Ct. Cl. 607; 11 Ct. Cl. 776. 
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services. Then “free toll’? could only 
signify a gratuitous use of the roadbed 
and could not be extended to cover all 
transportation charges. In other words, 
a separation of the functions of the rail- 
road was implied ‘by this interpretation. 

By adjudication in the Court of 
Claims the railroads recovered 6624% 
of the transportation charges withheld 
by the Government under the Army 
Appropriation Act of 1874.3 In 1879 
Congress again noted and declared that 
future payments should not exceed 50% 
of the ordinary rates until a final ju- 
dicial determination of the matter was 
had.® 

In 1892 Congress definitely declared 
that this 50% allowance should apply to 
those roads the rates over which were 
subject to its will as well as to the larger 
class of “free toll’? carriers.** The re- 
quirement that the rates for Govern- 
ment transportation shall be those 
deemed just by the Secretary of War, 
with a maximum of 50% of the ordinary 
tariffs, has been consistently incorpor- 
ated in appropriation acts. Today this 
requirement regulates the payment for 
such carriage over two classes of land- 
grant railways, that is the “free toll- 
public highway” type and the class 
whose rates may be fixed by Congress.* 

The interpretation by the Supreme 
Court in 1876 of the “‘public highway” 
clause to mean a separation of the func- 
tion of ownership from that of common 
carrier needs further explanation. if 
the contention had prevailed that the 
term “public highway”’ included rolling 





31172 Ct. Cl. 295. Attempts were made to determine 
the exact relation of the function of owner to that of 
carrier. As usual in such cases, experts were hopelessly 
divergent in their estimates. The difficulty which lay 
in the distinctive characteristics of the several roads 
was recognized and an algebraic formula was devised 
to establish a percentage relation. Nevertheless, the 
Court based its decision upon the previous agreement 
between the War Department and the carriers under 
which a deduction of 33 36% had been made. 


stock as well as roadbed, Government 
property and troops might now be trans- 
ported over 8,000 miles of “free toll” 
routes absolutely free of all charges in- 
stead of being subject to a 50% rate.* 
The opposite contention was adopted 
but the view that a charge for the use of 
the roadbed only should be computed 
for each individual route was rejected. 
More than a mere definition of terms was 
involved. The intent of Congress in 
incorporating the “public highway” and 
“free toll” clauses in the grant acts 
must be sought. The Supreme Court 
decision of 1876 and expressions of Con- 
gress will be examined for the purpose of 
throwing light upon this matter. 

The majority of the Supreme Court 
(five members) based the decision upon 
the following points: 


1. The early railroad charters separated the 
ownership function from the carrier func- 
tion and provided that tolls might be 
collected from persons transporting their 
goods over the roadbed in their own equip- 
ment. 

2. Previous grants by Congress in aid of 
canals and turnpikes contained the reser- 
vation as to “free toll” over these public 
highways. (It may be mentioned also 
that the Internal Improvement Act of 
1841 contained the same condition and 
classified railways with canals and other 
internal improvement works of which a 
separation of functions was character- 
istic.) 

3. The War Department had recognized the 
difference and, from 1861 to 1874, had 
deducted only 334% from the ordinary 
rates. 

4. Congress had not acted upon the sugges- 
tion made in 1865 that the Illinois Cen- 





2 20 Stat. 390. 

33 27 Stat. 174. 

4 United States Code, Title 10, Sec. 1375. 

% Tt is conceivable that Congress would have con- 
tinued to classify similarly the 3,800 miles of road over 
which it had the power to set rates. On the other hand, 
relief might have been extended as was done for certain 
free land-grant routes. _ 

33 32 Ct. Cl. 295, 303. 
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tral, a “free toll” road, be required to 
transport Government property and 
troops free of charge. 


The minority of the Court (four mem- 
bers) contended that, in practice, no 
separation of functions existed in the 
railroads at the time of the passage of 
the first grant act in 1850 and that, 
therefore, Congress could not have in- 
tended to create this distinction arti- 
ficially. It further argued that the term 
“toll,” under both common and statu- 
tory law, was not confined to a descrip- 
tion of charges for the right of passage 
but had been applied to payments for 
services as well. In any case the qualifi- 
cation “or other charge” in the acts 
should tend to make flexible any strict 
definition of “toll.” Finally, an act of 
Congress, passed during the Civil War 
in relief of the railroads in Missouri,*” 
indicated that “free toll,’ as Congress 
interpreted it, meant transportation at 
no charge whatsoever. 

Haney, in his Congressional History of 
Railways, holds that the interpretation 
of the majority of the Supreme Court 
was contrary to existing fact in 1850 and 
thereafter.*® He states that all distinc- 
tion in function had disappeared and 
believes that Congress intended to mean 
free transportation. In his opinion little 
thought had been given to this phase of 
the land-grant policy and, consequently, 
the customary phrases were used in the 
acts. It was not foreseen that they might 
be subject to conflicting interpretations. 
We may go to the debates in Congress in 
an attempt to discover its intent despite 
the fact that such debates, at times, are 
not adequate grounds upon which to 
base an opinion.*® 


37 12 Stat. 614. 

38 Haney, L. M., “Congressional History of Railways 
in the United States, 1850 to 1887”, p. 36. (Bulletin of 
she University of Wisconsin, No. 342, Economics and 
Political Science Series, Vol. 6, No. 1, Madison, 1908.) 


The disputed reservation had been in- 
corporated in various proposed land- 
grant bills prior to 1850. For example, a 
proposed bill to grant lands to Michigan 
for a canal and railroad contained the 
“free toll” provision.4° Then an amend- 
ment to a bill extending a grant to 
Mississippi in aid of railways contained 
the reservation that troops and muni- 
tions “shall be transported along the 
said road free of charge.”*! In Senator 
Douglas’ bill of 1847, which would have 
extended a grant to Illinois, the right 
of the Government to transport troops 
and munitions of war was expressly re- 
served.” 

The debates in Congress do not throw 
much light on possible interpretations 
of the proposed provisions affecting 
Government transportation. It may be 
said that Senator Douglas consistently 
opposed the inclusion in the grant acts of 
provisions for the free carriage of mails.* 
Whether his stand in this matter has 
any bearing upon free carriage of prop- 
erty and troops is problematical. The 
debates on the Illinois bill of 1850 throw 
a little more light on the subject. This 
bill, at its second reading in the Senate, 
provided that troops and munitions 
should be transported “free of all 
charges.”’** The substitute bill, recom- 
mended by the Committee on Public 
Lands and adopted by Congress, changed 
the provision to the “free toll-public 
highway” wording.” 
nitions” was dropped and “property” 
substituted. There is no discussion as 
to the meaning of the new section or the 
reason for its adoption. 


59 See 166 U. S. 290 (1897). 

4° Congressional Globe, pp. 742-7, 29th Cong., Ist sess. 
“| Tbid., p. 761, 29th Cong., Ist sess. 

® Tbid., p. 723, 30th Cong., Ist sess. 

8 Tbid., pp. 742-7, 29th Cong., 1st sess.; also p. 

1241, 31st Cong., Ist sess. 
“ Tbid., p. 844, 31st. Cong., Ist sess. 
“% Tbid., p. 844, 31st Cong., Ist sess. 


The term “mu- 
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In a debate in 1852 upon at least one 
of the several proposed railroad grant 
bills, Senator Geyer of Missouri evi- 
dently assumed that free transportation 
was provided for. He estimated the an- 
nual cost to the Government of the trans- 
portation of troops and supplies, capital- 
ized this amount, and stated that it 
equalled the proceeds from 26 million 
acres of land at $1.25 per acre. His 
statement follows: 


“Any appropriation of that quantity of 
land in aid of railroads, upon the terms pro- 
posed by the bill under consideration, would 
secure to the United States the free trans- 
portation of their troops and property in 
peace and in war forever over 7,400 miles of 
railroad, without the investment or expendi- 
ture of a dollar, but with an actual gain to 
the Treasury, the land yielding more than 
it would produce if sold.’ 


With the evidence at hand it seems 
reasonable to conclude that the question 
of the separation of the functions of the 
railroads did not enter the minds of 
Congressmen. Therefore the actual con- 
ditions of transportation at the time the 
acts were passed should govern. How- 
ever, the Supreme Court has decided 
otherwise, although by a mere five-to- 
four majority. 

The interpretation of the “public 
highway” and “free toll’ provisions of 
the grant acts and the determination of 
the rates to be paid for Government 
transportation over these “free toll- 
public highway” routes and the lines 
compelled to carry at such charges as 
might be allowed them, as we have seen, 
had been problems to be settled by the 
courts and Congress. In addition, the 





* Tbid., App. pp. 327-35, 32nd Cong., Ist sess. 

47 “Regulations Governing Military Transportation 
over Land-Grant and Bonded Railroads . . . ,” Gen. 
Orders No. 140, of 1899, Adjutant General’s Office, pp. 
22-6 (1899). 

48 “Schedule of Land-Grant and Bond-Aided Rail- 
roads of the United States ... ,” op. cit., pp. 32-5 
(1922). The Roseville Junction-Portland route was 
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status of the “free land-grant” routes 
has undergone considerable change. In 
1899 there were over 2,300 miles of road 
over which Government property and 
troops were transported free of charge;*” 
today only 926 miles in three states are 
so situated.*® In 1917 the free land- 
grant portions of the Missouri Pacific 
and the Rock Island in Missouri and 
Arkansas were temporarily changed to a 
50% basis.‘® Because of the War the 
burden of Government transportation 
had become heavy. It was felt that 
there should be more adequate compen- 
sation than the past benefits derived 
from the land grants. The Transporta- 
tion Act of 1920 made this change per- 
manent.°° 

In 1928 the Roseville Junction-Port- 
land line of the Southern Pacific became 
a 50% route.” In the hearings on the bill 
it was stated that the loss to the road in 
gross revenue from Government trans- 
portation was $500,000 annually. To 
August 31, 1927 the total loss had been 
almost $13,000,000. For the Oregon 
portion of the line it was stated that the 
land grant had brought in net receipts 
of over $5,000,000, while the loss charge- 
able to Government transportation had 
been around $7,000,000. The railroad 
did not make a similar estimate for its 
California lands, although it declared 
that the unsold portion of the grant, 
about one-half of the total, was of small 
value. In the valuation proceedings 
under the Act of 1913 these unsold lands 
were allotted an estimated value of 
$12,000,000. For an immediate cash 
sale the estimate was over $7,000,000. 
changed to a 50% basis after the above circular was 
issued; consequently this mileage has been deducted 
here. 

49 40 Stat. 361. 

50 41 Stat. 456, sec. 208 c. 

51 45 Stat. 722. 

52 Accounting Report of the Southern Pacific as of 
June 30, 1916, Bureau of Valuation, Interstate Com- 
merce Commission. 
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Between 1916 (the valuation date) and 
1927 some lands had been sold. In any 
event the road will have received more 
from the grant than the losses amount to. 

Evidence tended to show, however, 
that this portion of the Southern Pacific 
System was not especially profitable 
and over it the burden of Government 
transportation was unusually heavy 
because it was the only line between 
California and the Northwest. Trans- 
continental freight was routed over this 
line to take advantage of the 50% rate 
over the Northern Pacific to the East. 
For these reasons the change in status 
was held to be justified. 

The remaining free land-grant routes 
are comparatively short and, because of 
their location, do not carry great 
amounts of property for the Govern- 
ment. They are parts of large systems 
and the loss is more easily absorbed. 
Nevertheless, there seems to be little 
reason to discriminate against them in 
view of the fact that relief has been ex- 
tended to the other free routes. 

It will be remembered that the reser- 
vations in the grant acts included within 
their scope the “‘property and troops” of 
the Government. The term “troops” 
is construed to mean the enlisted and 
commissioned personnel of the three 
branches (the Army, Navy, and Marine 
Corps) but does not embrace such per- 
sonnel when not on duty. “Property” 
has more than a military significance. 
All property of the Government comes 
under the classification and is subject 
to the reduced rates. Needless to say, 
many disputes have arisen as to what 
shall be included under the term and as 
to the exact time that ownership be- 
comes vested in the Government. 


58 “Schedule of Land-Grant and Bond-Aided Rail- 
roads of the United States,” Circular 4, February 1, 
1922, Office of the Quartermaster General, War De- 
partment; “Freight Land-Grant Equalization Agree- 
ments,” Circular No. 3, May 20, 1929, Office of the 


The War Department is charged with 
the administration of the laws relating 
to transportation over land-grant routes. 
The base on which the 50% deduction is 
computed is the published tariffs under 
the general jurisdiction of the Interstate 
Commerce Commission. The Quarter- 
master General of the Army issues bulle- 
tins showing the land-grant routes, the 
existing equalization agreements, and 
the percentages to be deducted between 
termini. The other governmental de- 
partments follow these rules. 


The Present Status of the 50% and 
Free Land-Grant Mileage 


The several railroads and the mileages 
over which the transportation of Govern- 
ment property and troops is subject to 
reduced ‘rates are shown in Table II. 
Controlled operating companies are in- 
dented under the parent system. The 
mileage figures for each road do not 
necessarily indicate a continuous route 
of that length but embrace, sometimes, 
several widely separated portions of the 
railway. 

A map published by the Quarter- 
master General’s Office indicates the 
lines over which Government property 
and troops are carried at reduced rates 
(Map I). Several routes are important 
links in through traffic channels. The 
east and west roads through Iowa, the 


Illinois Central south from Chicago, and 


the transcontinental Northern Pacific 
are examples. On the other hand, many 
routes carry largely local traffic only 
and are not of importance to the Govern- 
ment in transportation. 

It must not be assumed that the 
routes so far described are the only ones 
along which reducedratesapply. Under 


Quartermaster General, War Department; Supplement 
No. 1, to Circular No. 3, April 26, 1932; ‘“‘Land-Grant 
Percentages,” Circular No. 5, October 1, 1929, Office 
of the Quartermaster General, War Department. 
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Taste II. Muveaces or Lanp-Grant RalLroaps To WuicH Rate Concessions Appiy* 
Percen 
Railroad State Mileage | of Full Rate 
Paid b 
Government 
Atchison, Topeka & Santa Fe ............. Kansas, New Mexico, Arizona, Cali- 
| IEE SP Pee peel Coen rad ee 1,367.38 50% 
Atlantic Coast Line ; 
Louisville & Nashville..................- Alabama, Florida.................. 507.00 50 
Nashville, Chattanooga & St. Louis ...... AlN a6. oes coe cake cannes 20.00 50 
Canadian National 
Grand Trunk Western..............+.-- WOIGRI es sorcerer acne es au erta 60.00 50 
Canadian Pacific oat 
Duluth, South Shore & Atlantic ......... MN 9 os oes co ea eas nespneves 63.00 50 
Minneapolis, St. Paul & Sault Ste. Marie | Wisconsin...................05005 257.00 50 
Chesapeake & Ohio si: 
Were Marquette... 666.03. .c. os cece DMRS 5 cpr) ack s siete vies wee coeur 170.66 50 
Chicago & North Western................. Iowa, Minnesota, Michigan, Wiscon- 
sin, South Dakota............... 838.62 50 
Chicago, St. Paul, Minneapolis & Omaha _| Wisconsin, Minnesota, Iowa........ 657.97 50 
Chicago, Burlington & Quincy............. Towa, Missouri...............-.00 486.38 50 
Chicago, Milwaukee, St. Paul & Pacific..... Minnesota, Iowa, Michigan......... 380. 38 ‘oO 
WARGO 6 oie civic cecscacuecenesed 481.47 Bree 
Chicago, Rock Island & Pacific ............ Towa, Arkansas...........0.<ccccsees 448.75 50 
Great Narthern... 2... 6..<0 5 cncsssscsieecnes WRCIOER <6 5 oss ces cence tcnees 599.71 50 
Mlistoias@ontttabe cass. cc ske ew ccd eciees weine Tibinate, Towa ...«,.:0...0405 0% cesveecinins 1,034.31 50 
Central of Georgia..................000. MMR oo sv slo's cress cee eas 84.00 50 
Gulf & Ship Island..................... WBHIORIIY © 6 iw ace cs: ciel. S ov ecoieiios 40.00 50 
Yazoo & Mississippi Valley (Alabama & 
Vicksburg—96 miles in Mississippi) 
(Vicksburg, Shreveport & Pacific—170 
miles in Louisiana)................... Mississippi, Louisiana.............. 266.00 50 
Missouri-Kansas-Texas ................06- MRSNGAR i ccs oe cienes tenor eae mans 125.77 Free 
Missouri-Kansas-Texas of Texas. (Line 
leased from Vicksburg, Shreveport & 
ACHNG ts arciareren wae cece orp olsia eek OMSIAN SEs 3.53 3 sisccn vis ce css eine tgs 20.00 50 
Missouri Pacific (St. Louis, Iron Mountain 
& Southern—5 59.66 miles in Missouri and : 
PRMANGAO oie 5 oss elec Estes See ise es Missouri, Arkansas................ 596.66 50 
New York Central.............cccccceeees Michigan............00ceeeceesees 60.00 Free 
Datchigaty CEnteal. 5... .isi5.c ob a desiseess oe WGI oc osc oe ariinen come os 259.74 Free 
Northern Pacific. ..1....0.00ccesceeccees Wisconsin, Minnesota, North Da- 
kota, Montana, Idaho, Washing- 
LOM CHORON 6.o 5c yiccdec tees eve 2,362.46 50 
Pennsylvania 
Grand Rapids & Indiana................ WUCIGEON 6 65 o Sb0 oe osos wav ecneane 278.00 50 
St. Louis-San Francisco...............204. TONNES oo oo os Coen gs ote 291.30 50 
Seaboard Air Litie. ...26.0c0k.ctees ces ee be MN Sales 2 be Lo ccece teed eee $21.00 50 
SOMCeOR nce coc cs dee ries its ot ean Sas UN a sig Recweageccdee team 145.00 50 
Alabama Great Southern................ FRSC rene ers EE ge 244.94 50 
Mobile & Ohio..............0. eee ee eee Mississippi, Alabama.............. 333.28 50 
Southern Pacific. ...........ccccccecsccece California, Oregon................. 1,264.77 50 
"Wetatbiers ce 5: Jeing ate «ic cree sie ihie 910 wie MOR are alee ea eR ALN pel aero ae eee IeECE 14,265.55 














*See note to Table I supra and Map I. 
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equalization agreements with the Gov- 
ernment many competing routes carry 
Government property at the same rates 
as do strictly land-grant roads. In gen- 
eral, carriers in Trunk Line and New 
England territories do not participate 
in these agreements. Many of the routes 
in other territories, when not in direct 
competition with land-grant routes, are 
not parties to these agreements.*! The 
exact mileage of the equalization routes 
cannot be stated because the agreements 
are conditional depending upon the 
origin and destination of the freight 
and upon other qualifying factors. The 
rates along a certain route may be 
equalized with land-grant rates for a 
specific shipment and not so equalized 
for another. 

The railroads complain that the equal- 
ization situation has been forced upon 
them. The agreements are voluntary 


54 “Freight Land-Grant Equalization Agreements,” 
Circular No. 3, May 20, 1929, Office of the Quarter- 
master General, War Department. 


and undoubtedly the companies con-: 


sider a 50% rate preferable to an almost 
total loss of this type of freight. In any 
case, from the broader view of public 
policy, the distribution of the burden of 
transporting Government property over 
more systems and mileage seems de- 
sirable. 


The Accrued and Annual Amounts 
of the Rate Reductions 


The administrative and the judicial 
interpretations of the provisions pertain- 
ing to government transportation over 
land-grant railroads have varied from 
time to time. Congressional action in 
this matter has shifted during the period 
since the grants were made. Conse- 
quently no uniformity is found through- 
out the years in the percentage amounts 
of the deductions for the carriage of 
property and troops. Furthermore, 
many of the records of the railroads have 
been lost or are inadequate to furnish 
satisfactory information. For a few 
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roads only may fairly representative 
data be had. The Government has kept 
no record of the amount of such de- 
ductions. Possibly some approximate 
amount could be built up from the 
vouchers representing payments of trans- 
portation charges but this process would 
require months of labor. 

In this section an attempt will be 
made to approximate the present annual 
deductions from the commercial charges 
which otherwise would apply to the 
carriage of Government property and 
troops and to submit available informa- 
tion as to past deductions. 

Under the Valuation Act of 1913 each 
railroad was required to report the 
amounts of such deductions as of valua- 
tion date. The results are presented in 
Table III. 

Table III demonstrates the impossi- 
bility of attempting to arrive at some 
figure which would approximate the 
total deductions for the carriage of 
Government property and troops. For 
only a few routes, as for the Illinois 
Central in the State of Illinois, is this 
information even fairly complete. 

Then there are the deductions arising 
out of equalization agreements. Cer- 
tain land-grant roads have definitely 
included them; in other cases no infor- 
mation is at hand as to whether they 
are included or not. Many other routes 
participate in the agreements but the 
deductions chargeable to them are not 
known. 

Since the valuation dates some avail- 
able information has been made public 
as to concessions in rates. Under Valua- 
tion Order No. 25 of the Interstate Com- 
merce Commission the roads are re- 


55 This figure does not include equalization conces- 
sions. It is an estimated amount based on actual 
figures for four months in each year. 

56 It is not known whether equalization concessions 
are included or not. One-half of the mileage was a free 
land-grant route during this period. 


quired to bring the valuation statistics 
as to lands up to date. In only a few 
instances, however, have any complete 
compilations been made. For example, 
the Santa .Fe reported passenger and 
freight concessions of $780,000 for the 
years 1923 to 1927 inclusive.” The 
average concession per mile of land-grant 
route has been somewhat over $100 
annually for this road. The concessions 
of the Southern Pacific from valuation 
date (July 1, 1916) to the end of 1927 
have been approximately $1,300,000. 
The average here is slightly under $100 
per mile annually. 

In 1930 the Association of Railway 
Executives completed a study of the 
cost of transportation over land-grant 
railroads for the preceding few years. 
By questionnaire the deductions for the 
carriage of Government property and 
troops for’ the years 1924 to 1928 in- 
clusive were obtained from Class I 
roads representing 228,830.64 miles of a 
total of 240,429.41 for the class as a 
whole. These deductions applied not 
only to land-grant routes but also to 
those roads which met the lower rate 
through participation in equalization 
agreements. Table IV showing the 
amounts of the deductions is quoted 
from that study.°*” 

The average deduction per year for 
the transportation of Government prop- 
erty and troops during the five-year 
period is, therefore, $2,215,788.07. The 
average deduction per mile of road for 
all land-grant mileage over which con- 
cessions are in force is around $150 an- 
nually.*8 It must be remembered that 
not all railroads submitted figures as to 
deductions. Whether or not such de- 
ductions applied over any of this mileage 

57 Duncan, uP. cit., p. 3. 

58 Computed by dividing the total average deduction 
(including equalization) by mileage of land-grant routes 


only. The mileage of the routes which come under 
equalization agreements is variable. 
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Taste III. Accruep Depuctions In TRANSPORTATION CHARGES* 
Railroad Period Amount of Remarks 
Deductions 
Atchison, Topeka & Santa Fe...............0.0.000005 1879-1916 | $1,050,391.23tt | Kansas lines 
1882-1916 1,762,879.52T | Coast lines 
Atlantic Coast Line 
RE OSE SSS re Cet eee Ere | RRO A raURnran ry re aera ela 1) SE 21 No information 
PEMMITIINE, SIRUERMOOEO CE SE. EAS. 6 5 5655556 v 5 os cco ]o ce versio sre nels caeestscescowaee. No information 
Canadian National 
EINE 3 0 55 05 bento ene sibd dite vw 4a Meee tt eatskrne ees a) cas ea No information 
Canadian Pacific 
Duluth, South Shore & Atlantic ...... ache ss amrih hh iwi sih x irks aed Ea chee ss eee ae No information 
DRNNCRDGUS, Dt. EAU Or SRWIE Ste. MATIC... 5 o.oo oo ds occcs ve ocdeslecccaeccecscecsece No information 
Chesapeake & Ohio ; 
Dee REIN oii Sic os -As se sas dew ones yours eka lai cee ee a No information 
Chicago & North Western...............0.csscccseees 1907-1917 606 ,059.15t 
Chicago, St. Paul, Minneapolis & Omaha ............ -1917 97,993.01 
RANI EP OMR EEN SINE 55 6055.9. &s.0 914is ds Siwceoreo vl v@ickod-vereraisieindlic a sane cree ee No information 
Chicago, Milwaukee, St. Paul & Pacific................ 1863-1918 1, 580,955.09T 
RSrnebameas Mumok A alata le Rm 5 x54, oss as 00:ss.idoce-o-4 lovasdvo-asasore ¢ ator caw esle.ab cieleesincien No information 
SN ois lira s 28s Sadisiaitpran hice Cutns eae 1889-1915 265,527.89 
1896-1915 383,056.14 Equalization 
DNS BIIER 3 583: s.53s-2s HS wd Dds ate eee 1855-1915 3,100, 395.037 | Illinois lines 
1874-1915 54 Iowa lines 
Deductions on 
freight are i” 
1902-1915 only. 
SNE S21 0..5° 5 fais. aly asc esateao shin aroiiams kiotetoraes Me oe eae ee No information 
SRE REMMI 5 35 oc6 5 tuinG an oN te Mer eet oS GRR tetas Moe ko ucose ee aeah Lc ee No information 
Yazoo & Mississippi Valley (Alabama & Vicksburg; 
PINE, UIE URINE 6 oan ccs neevecsauhiccencenossoche oenvcucuceeveccia No information 
ey) Cu a sr rr sen 1881-1891 63,002.21¢ | Freight only 
PRMOUMAAIRMSROSR ERS OF LCERS S665 565 655i ace ivie sb ves [eeisn eco c cools odes cc ccneube ed No information 
NS 9.6 has vo bu ale dintan sd dh ie dino 0-059 he ae aca ad 595,048. 06f 
(Se. Louis, Iron Mountain & Southern) .............-)occccccccccccleccc coe cc cece eee Included with 
Missouri Pacific 
he OS DRI SS Seen WA earn eS Ate fig, AMOR eae es Cee LON Eryn 2 Sl No information 
PRUE EMIM LS 655s 25 cs sa-acs: Web racic eae rh aie eco olsiuieioes Locate ce ee ee No information 
PURINE fo) oes cirascrscsicneSaichers Ox mermedoa ak meee 1882-1917 4,397,329.82§ | Transcontinental 
lines 
! 1874-1917 140,967.98f | Other lines. 
Pennsylvania 
NIRS. 5) aia « sieus et aigion eck vm Wel eeebine sale 370,071 .1779 
oe reed PENNS Cen emi leita: 816,407.59 
NMEIRN ED 255.0 ci sic Solve se actors 8c DAK Ua ar ee Oe ee ee No information 
Reith ac daatent ss bCiN 7s <ceceasenes canenalieescsen di eae ee No information 
Alabama Great Southern................. Seer aay Cat eral ee a oo Wy! ae No information 
SRE TR re er emnEne: SMetincs MM WES ARR ine dt No information 
MINER a DAS os cir a islorearitn ona ee 1904-1916 2,448,050.14 














*Final and Tentative Valuation Reports of the several roads, Bureau of Valuation, Interstate Commerce Commission. 
supporting accounting records on file in the Bureau were examined also. 

+ Estimated in part. 

t Does not represent the full amount of the deductions. 

§ Estimated. : 
wil ai ptindes Sixteen for carriage of mail at reduced rates. Compound interest at 4% has been se by the road but is 


The 














is not stated in the study by Duncan. 
Furthermore, the concessions for the 
period 1924-1928 do not adequately 
show the results for abnormal periods 
such as 1917-Ig1g9. With all the facts in 
mind, a figure of $2,500,000, as repre- 
sentative of the present average annual 
deductions for the carriage of Govern- 
ment property and troops, is a liberal 
estimate.*® These annual concessions, if 
capitalized at 5%, amount to $50,000,000. 


TaBLeE IV. Sum REPRESENTING DIFFERENCE BETWEEN 
ComMERCIAL Rates AND GOVERNMENT 
Rates Account Lanp Grants. 

















| Freight Passenger 
NGO esc cnoe | $1, 658,778.63 3 527,737.69 
ER 1,787,733-48 | 492,913.04 
Lt eee ane 1, 589,477.22 474,945. 
0 |, Aenea 1,714,624.91 | 632,149.95 
BQO oie cies 3 1, 783,104.46 | 417,455.93 
Totals... . 8, 533,738.70 | 2,545,201.67 





Future Status of Rate Concessions 


The problem arises as to the future 
status of the provisions concerning rate 
concessions. Specific recommendations 
are not made in this paper because only 
one factor upon which such recommenda- 
tions should be based has been con- 
sidered. Ata later time, when the other 
aspects of the land-grant policy in aid of 
railroads have been dealt with, it is pro- 
posed to make such recommendations. 
Among other factors to be taken into 
account are the present values of the 
grant lands, the net income derived from 
royalties and leases, the net proceeds 
from lands disposed of, and the cost of 
acquisition of these lands to the present 
railroad corporations. Asa general policy 
the writer believes that each land-grant 
road should be considered separately in 
deciding as to the future. It is believed 
that such a consideration will indicate 
that the concessions should be retained 
over most of the land-grant mileage. 


59 The annual amount of the deductions chargeable 
to the carriage of mail is as much more. 
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Summary 


The special problems relating to the 
transportation of Government property 
and troops over land-grant railroads 
arose out of the provisions in~-the 
original grant acts or in other acts im- 
mediately supplementary tothem. Four 
types of provisions may be ascertained 
in these acts. These clauses, when once 
adopted, were not self-regulatory nor 
were they possible of clear interpretation. 
Only through a series of administrative 
definitions, court interpretations, and 
congressional enactments have they re- 
ceived their present-day significance. 
Under these circumstances the mileages 
and routes over which property and 
troops are transported at reduced rates 
have varied somewhat throughout the 
years. Some routes have been ex- 
pressly transferred by legislative action 
from the operation of one provision to 
that of another. Asa result we find that 
today a rate of 50% of the commercial 
tariff is charged for the carriage of 
Government property and troops over 
about 13,500 miles of land-grant lines 
and that over goo miles more no charge 
whatever can be made for this service. 
Over the remainder of the land-grant 
routes the rates for the Government are 
the same as for commercial traffic. 
Finally, there are many competing non- 
land-grant routes and, possibly a few 
full-charge land-grant routes, which have 
met the 50% deduction of their com- 
petitors through equalization agree- 
ments with the Government. Because 
of the concessions in rates applicable to 
land-grant routes and to those competing 
routes which have entered into equaliza- 
tion agreements the deductions to the 
Government approximate $2,500,000 an- 
nually.®° 


6° The total deductions from the time the concessions 
went into effect cannot be accurately determined. 


ERE 

















The Economics of Federal Reclamation 
By WILLIAM MELCHER 


lands, under the Reclamation Act 

of 1902, has now been in operation 
30 years. During this time 35 projects 
have been undertaken. Four of these 
have been abandoned; the others have 
been completed or are nearing comple- 
tion and are furnishing water to the 
settlers. Not one of these projects has 
yet returned the entire cost of construc- 
tion to the Federal Government as was 
provided in the Reclamation Act. Most 
of the projects are in arrears on pay- 
ments, in spite of repeated amendments 
and the granting of special relief in the 
payment plan. 

Considered from an engineering stand- 
point, very enduring structures which 
are most efficient in the distribution of 
water on these projects have been built. 
Although much desert land has been 
transformed into 42,568 irrigated farms, 
furnishing homes for 177,281 people,! 
still from its economic and social re- 
sults reclamation has fallen far short of 
the highest aspirations of those who 
fathered the movement. Before the 
present depression, on only a very few 
of the projects were the people con- 
tented, while on many the conditions 
were far from satisfactory. The settlers 
have not found conditions as they ex- 
pected them to be; they have com- 
plained of their heavy burdens and have 
repeatedly demanded relief measures 
from the Government. 

The cause of these unsatisfactory con- 
ditions is to be found in the unsound 
policy of water distribution. The effort 
of the Government to attach the water to 


OY ac et reclamation of arid 





31st Annual Report, Commissioner of Reclamation, 
for the year ended June 30, 1932, p. I. 


the land and to force payment whether 
the land is farmed or not has been the 
fundamental weakness. While many 
other things have contributed to this 
weakness, the remedy is to be sought in 
a sound plan for water distribution. 
One possible remedy is the use of the 
rental plan for water distribution which, 
as will be shown subsequently, has been 
proved successful and could be used to 
replace the present unsatisfactory ar- 
rangement. 


History of the Reclamation Act 


The Reclamation Act of June 17, 1902 
provided that all funds arising from the 
sale of public lands in the arid states be 
set aside as a reclamation fund, except- 
ing the 5% which should go to these 
states for public schools. The funds 
accruing from the sale of the lands were 
to be credited to the Interior Depart- 
ment and used for reclaiming the desert 
lands, with the provision that full pay- 
ment of the construction costs was to be 
returned to the Federal Government by 
the settlers. 

In addition to the funds accruing from 
sale of the public lands themselves there 


were added, by the act of 1917, the roy-. 


alties and rentals from the sale of po- 
tassium on public lands. By the act of 
1920, known as the “oil leasing act,” 
the oil royalties and rentals were like- 
wise added to these funds. Also by the 
act of 1920 further funds were to be 
derived from the Water Power Act pro- 
viding for the leasing of lands for power 
purposes. Other acts have been passed 
naming other sources of funds to be 
added to these, but so far they have not 
been productive of the expected revenue. 
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Repayment according to the original 
act was to be spread over Io years 
without interest. The avowed purpose 
of the act was the development of west- 
ern lands and the provision of oppor- 
tunities for citizens to obtain homes 
where they could support their families. 
The Government was carrying out its 
policy begun with the Homestead Act of 
1862—namely, that of providing homes 
on the public lands. Members of Con- 
gress who urged the Reclamation Act 
thought that all that was necessary was 
to furnish water and the settlers would 
prosper as they had in the humid sec- 
tions of the Middle West. They did 
not take into consideration other prob- 
lems of a complex economic nature 
which might interfere with the success 
of such enterprises. 

These problems have given rise to 
many amendments and interpretations 
of the Reclamation Act. In 1910 it was 
found that the funds were not accruing 
fast enough to rush to completion the 
projects under construction, so a loan of 
$20,000,000 was made by Congress to 
the Reclamation Fund. 

In 1914 when the announcement was 
made that the construction charges upon 
the projects then completed or nearing 
completion would begin, so many com- 
plaints arose from the water users that 
the time of repayment was prolonged 
from Io to 20 years by the Extension 
Act, with the provision that all lands 
already subject to water charges under 
the act of 1902 should pay in 20 install- 
ments, the first four of which should be 
at the rate of 2%, the next two at the 
rate of 4% each, and the next 14 at 
the rate of 6% of the total construction 
charge or that portion of the construc- 
tion charge unpaid at the beginning of 
such installments. All deferred pay- 





Ray P. Teele, The. Economics of Land Reclamation 
(New York: McGraw-Hill Book Co., Inc., 1927), p. 74. 
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ments were to bear no interest. The 
construction charges were to include all 
expenditures of the Federal Govern- 
ment in.planning and building the irriga- 
tion plant, and the costs of operation 
and maintenance were to be the costs 
of the overhead and direct labor in the 
operation of the system, together with 
the upkeep and repairs of the plant. 

About half of the projects began pay- 
ment of the construction charges as soon 
as the water was delivered by the Recla- 
mation Service or the next year after 
water was supplied. Others delayed for 
various reasons. On two of the projects 
repayment did not begin until 14 years 
after water was supplied.” 

Complaints of various kinds caused 
delays and delinquencies in payments. 
With the depression of farm prices in 
I92I and 1922 these came to a head in 
a general demand for relief from the 
charges as fixed by the Reclamation 
Service on a number of the projects. 
Conditions on many of these projects 
became so unsatisfactory because of 
these complaints and so many delin- 
quencies in payments followed that the 
Secretary of the Interior on September 
8, 1923 appointed a committee to study 
the whole situation and make recom- 
mendations as to changes needed to cor-. 
rect the existing conditions.* This Com- 
mittee, known as the Fact Finders’ 
Committee, began work in October, 
1923, holding hearings in Washington, 
D. C. and later on many of the projects 
in the West. 

A number of recommendations were 
made by this Committee, resulting in 
important changes in the reclamation 
laws, largely in the nature of relief and 
extension of the time of repayment. The 
Fact Finders’ Report showed that a 
large acreage of land under the various 





3 Senate Document No. 92, Messages from the Presi- 
dent of the United States, pp. 28-30. 











projects was unsuited for farming and 
could not pay the costs assessed against 
it. Recommendation was made that 
these lands be returned to the Govern- 
ment and that the construction charges 
assessed against them be charged off the 
books. This sum has amounted to about 
$14,000,000, which will never be repaid.‘ 
Other lands had become water-logged 
and were in need of drainage. These 
were temporarily suspended from the 
payment of construction charges, which 
amounted to about $8,000,000 and 
which will be collected if these lands are 
drained and restored to a paying basis. 

The Report also showed that the water 
users could not readily meet the pay- 
ments in the 20 years as provided in the 
Extension Act, so the Act was amended 
to provide for the repayment of con- 
struction costs in 40 years without inter- 
est on deferred payments. No exten- 
sions granted at this time were to pro- 
long the period of repayment beyond 
40 years from the time the project 
began its payments. However, by the 
Act of December 5, 1924, a few projects 
were permitted to pay annually on the 
construction costs 5% of the average 
annual gross crop value over a period of 
10 years. 

The acceptance of the 40-year repay- 
ment plan was optional. Ten projects 
or divisions of projects never accepted 
the plan but are paying on a 20-year re- 
payment basis. Sixteen projects are 
paying on the basis of 5% of the gross 
crop returns and their payments will 
range from 25 to 75 years. Two pro- 
jects, Okanogan and Rio Grande, have 
special contracts. 

On June 30, 1930 four projects were 
without deficits in the amounts due. A 





4 Hearing before Committee on Irrigation, House of 
Representatives, March, 1926, p..8. 


521 New Reclamation Era 207 (1930). 
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few others were only a little in arrears, 
but many were 10% and more in arrears.® 

In considering the difficulties which 
have been encountered in the efforts 
to make these various projects self- 
liquidating, it must not be forgotten 
that the Federal Government took up 
the work of reclamation after the easier 
projects had been built by private enter- 
prise and in some instances even took 
over private works which were in finan- 
cial straits. These difficulties and com- 
plaints were in a large part the result of 
a number of fallacies and mistakes in 
regard to reclamation. The principal 
ones include the following: construc- 
tion costs were estimated too low; the 
cost of leveling. and subduing the soil 
was not taken into account; the amount 
of land that would become water-logged 
and the necessity for a drainage system 
were not considered; many settlers were 
not suited to irrigation farming; there 
were delays in the delivery of water and 
the settlers could not remain until con- 
struction was completed; farmers did 
not cooperate with the Government in 
constructing delivery systems as the 
Reclamation Service had expected; ex- 
penses of operation and maintenance of 
the plant were estimated too low; costs 
of production of crops exceeded expecta- 
tions; many had exaggerated ideas of 
the amount of crop return per acre; 
there was no method of controlling spec- 
ulation in lands, which has hindered 
development.’ Methods are now being 
employed on the newer projects to 
counteract this speculation.’ 

These and other difficulties have led 
to misunderstandings and conflicts be- 
tween the water users and the Reclama- 
tion Service. The water users have 


6 12th Annual Report, Reclamation Service, p. 4. 

7 Economic Survey of Certain Federal and Private 
Irrigation Projects, (Washington: Bureau of Reclama- 
tion), p. 56. 
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quite generally maintained that the 
difficulties and failures of the projects 
have been caused by engineering errors 
and underestimates of costs. They can 
substantiate many of these accusations, 
such as the excess of construction costs 
over estimates,® and the inclusion in the 
projects and water contracts of lands 
which are lacking in fertility and cannot 
bear even the expense of preparation for 
irrigation. But the Reclamation Serv- 
ice, in turn, counters that the human 
element has been largely to blame; that 
farmers have expected the Government 
to do everything for them, and since 
all that the Government does must be 
charged to the land under the Reclama- 
tion Act, it is added to the farmers’ costs; 
that the settlers are not suited to pioneer- 
ing and to an irrigated region; that 
many farmers tried to subdue a new 
place without the necessary capital; that 
the costs of production have not been 
kept down; that the farmers are not 
producing the most profitable crops. 


Financial Arrangements 


Many of the difficulties and dis- 
couragements have arisen out of the 
complexities of the method of financing 
and the nature of the contract with the 
water users. These have been most 
severe on those projects which were par- 
tially settled and where the Federal 
Government came in to assist in the 
development of the irrigation system, 
particularly when private enterprises 
had failed. 

When the Federal Government under- 
took the development of a system where 
the land to be watered was partially or 
wholly in private ownership, it required 
the owners of the land to form a water 
users’ association, to be incorporated 
under the laws of the state as a stock 





813th Annual Report, Reclamation Service, p. 18. 
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company. The number of shares. of 
capital stock was to correspond to the 
estimated number of acres of land sus- 
ceptible to irrigation. Before construc- 
tion work was begun a certain percent- 
age of the capital stock of the company 
was required to be subscribed and a con- 
tract signed with the water users’ asso- 
ciation. When the original amount of 
stock was subscribed, no more stock 
was issued even though more land might 
be available. 

The fact that there was additional 
land to be irrigated and more water was 
available or, in some instances, could 
be made available led to the passage of 
the Warren Act, whereby the Federal 
Government is empowered to lease 
water to the owners of lands not in- 
cluded in the system. 

The water users’ associations were to 
carry on the transactions with their 
members under the direction of the 
Reclamation Service. When a sufficient 
number of shares of stock had been sub- 
scribed, then the water users’ associa- 
tions signed a joint liability contract 
with the Secretary of the Interior agree- 
ing to repay the full costs of construc- 
tion. A share of stock in the water users’ 
association entitles the holder to the 
following: (1) a right to his propor- 
tionate part of all waters available for 
distribution by the association; (2) a 
right to have the water carried to the 
land to which the water is appurtenant; 
(3) a perpetual right to use the water on 
his land to which it is appurtenant, thus 
establishing united ownership of land 
and water. 

A share of stock obligates the pur- 
chaser to pay his proportionate part of 
the total cost of construction of the irri- 
gation system and also to pay annually 
his proportionate part of the operation 
and maintenance costs. 

When a change in the plan of repay- 
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ment of the charges has been made, such 
as the plan based upon the percentage 
of the gross crop return or the optional 
40-year plan, it has necessitated the 
signing of a new contract by each water 
user and a new contract between the 
association and the Government. If a 
change is made in the plan of incorpora- 
tion, the approval of the state is also 
necessary. 

In the early projects the settlers did 
not appreciate that they were signing 
to pay an indefinite amount for con- 
struction, and they did not comprehend 
the full significance of the joint liability 
nature of their contract with the Govern- 
ment. No soil surveys had been made 
and little was known of the comparative 
fertility of the soil, so that the owners of 
the land readily signed up their entire 
acreage with the exception of that por- 
tion which was not arable because of its 
uneven topography. Nor did they re- 
alize that they would begin to pay con- 
struction charges in proportion to the 
number of shares of stock held whether 
they used the water or not. They did not 
consider the fact that the construction 
and maintenance charges would be 
based upon their original estimates of 
the total acreage irrigable regardless of 
whether they farmed all or only a part 
of their lands. They did not foresee that 
lands might prove infertile and have to 
be abandoned, or become water-logged 
and therefore non-arable, or might even 
prove too expensive to subdue to irriga- 
tion and so have to be withdrawn, and 
that each unit abandoned would pyra- 
mid the construction charges upon the 
remaining lands, as well as increase the 
annual operation and maintenance costs 
on the remaining lands. 

Under the joint liability contract 
pyramiding of costs results when for 
any reason lands are abandoned. For 
instance, on a project planned to irrigate 


140,000 acres there would be 140,000 
shares of stock, each share representing 
one acre. If the total construction costs 
were $5,600,000 and the period of repay- 
ment 40 years, the total annual payment 
would be $140,000, or one dollar per 
acre. Should half of the lands be aban- 
doned and the payment of their propor- 
tionate part of the construction costs be 
discontinued, the owners of the remain- 
ing lands would have to assume and pay 
the total charge of $140,000 per year. 
Since 70,000 acres must assume the total 
charge, the payment would be $2.00 in- 
stead of $1.00 per acre. Operation and 
maintenance charges would not be 
pyramided to the same extent as the 
construction charges because the ex- 
pense of the upkeep on the ditches sup- 
plying these abandoned lands would be 
removed, but the total operation and 
maintenance charge on the whole system 
would not be reduced to the same degree. 
This is true because the irrigation plant 
would still have to be maintained and 
none of the overhead costs would be re- 
duced. 


The difficulties of collection have their 
basis in the above fundamental facts, 
and they have been intensified because 
the estimates of costs were generally too 
low and the time required for construc- 
tion has been longer than planned. 
These problems were not so difficult of 


solution on the projects planned for the. 


irrigation of lands still in the public 
domain. There the Government did 
not open the lands for settlement until 
it was ready to furnish water and the 
construction had proceeded far enough 
that its cost could be more accurately 
determined and the settlers would not 
have to wait for the water. However, 
the problems of the fertility of the soil, 
costs of subduing and water-logging have 
emerged as equally trying problems upon 
all projects. 
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The Uncompahgre Valley Project® 


The Uncompahgre Valley Reclama- 
tion Project (Map I) is typical of the 
situations where the lands were in pri- 
vate ownership when the Federal Gov- 
ernment began work. This project was 
begun in 1903. The contract with the 
construction company called for com- 
pletion of the work in April, 1908, but 
not until I911 was water through the 
tunnel available for the entire season, 
and then only in limited amounts. 
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Many farmers had invested all the capi- 
tal they had in clearing and leveling 
their lands, and were prepared to farm. 
Since the water was not available at the 
time promised, they were forced to leave 
their farms;'!® many went to other sec- 
tions of the country. These lands fell 
into the hands of real estate agents who 
were indefatigable in their dissemination 
of advertising as soon as water was 


® The Uncompahgre Project is located in the western 
part of Colorado. The Uncompahgre is a branch of the 
Gunnison River, and the Gunnison forms one of the 
main tributaries of the Colorado River at Grand Junc- 
tion, Colorado. 


ECONOMICS OF FEDERAL RECLAMATION 387 


available and who sold them to new set- 
tlers at high prices. This brought in 
settlers who did not understand condi- 
tions, were not suited for irrigation 
farming, and who soon were discouraged 
and withdrew. Thus speculation in the 
reverted project lands continued." 

The problems of the settlers were 
numerous. In addition to the many who 
could not wait for the completion of the 
tunnel and therefore withdrew, others 
found that the soil would not produce 
sufficient crops to pay the high costs of 
clearing and subduing, much less the 
original cost of the land, which because of 
speculation in many instances was very 
high. Raw land in many cases sold as 
high as $30 to $50 per acre, and in some 
cases sales as high as $400 per acre were 
reported. The prices of raw land plus 
water charges often exceeded $100 per 
acre. The costs of subduing the soil 
would often exceed $50 per acre, and in 
a few cases amounted to $100 per acre. 
To these costs were to be added the con- 
struction costs which averaged in the 
earlier projects $50 per acre. In the 
case of the Uncompahgre Project these 
were announced as $70 per acre in 1922. 
In addition to these costs there is an 
operation and maintenance charge vary- 
ing greatly but ranging on the Uncom- 
pahgre from $1.40 to $1.80 per acre per 
year. 

After the water had been applied to 
the upper lands and on the mesas some 
of the lower lands became water-logged. 
Farms in the lower fertile valley were 
abandoned because the water table was 
raised so near the surface that the alka- 
line content of the soil made crop pro- 
duction impossible. The abandonment 
of the lands because of water-logging 


10 11th Annual Report, Reclamation Service, p. 8. 

11 Economic Survey of Certain Federal and Private Irri- 
gation Projects, Hearings on Same, pp. 14-16. 

12 13th Annual Report, Reclamation Service, p. 27. 

13 20th Annual Report, Reclamation Service, p. 131. 
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and lack of fertility sufficient to warrant 
the high cost of preparing for irrigation 
added to the construction charges which 
the remaining lands must pay. 

An additional difficulty encountered 
by the farmers was the frequent lack of 
a market. Large crops could be pro- 
duced in some areas, it is true, but there 
was no market at prices which would re- 
pay the costs of production and yield 
the farmer necessary returns. Unlike 
farming in the humid regions, each year’s 
crop called for an outlay of capital for 
construction costs and irrigation ex- 
penses as well as operation and main- 
tenance costs. 

The major complaints against the 
Reclamation Service by farmers on the 
Uncompahgre Project have been against 
the excessive construction costs. The 
project had been planned for a large 
acreage and now there is a much smaller 
paying acreage. 
be profitably irrigated amounts to less 


The area which can | 


than 100,000 acres, whereas more than 
140,000 were included in the early esti- 
mates. Up to 1917 the Reclamation 
Service reported 140,000 acres irrigable. 
Then from 1917 to 1921, 100,000 acres 
were reported asirrigable. Thenext year 
the estimate fell below 100,000 acres and 
in 1926 it dropped to 94,820. Much less 
than this was actually irrigated and 
cropped. At no time did the number of 
acres cropped exceed 65,000 (Table I). 

All these facts were presented to the 
Fact Finders’ Committee in 1924 and a 
bill enacted by Congress in 1926 pro- 
vided for writing off more than 25,000 
acres and temporarily suspending 27,000 
acres in addition. Authorization was 
also granted for the cancellation of about 
¥ of the cost of construction as a loss to 
the reclamation funds and the suspension 
of an additional amount of the construc- 
tion costs for the temporarily suspended 
lands. This reduced the amount the 
remaining lands should pay to about 






































Taste I. Historica, Review or Construction, INCLUDING THE Use AND Duty oF 
WaTER ON THE UNCoMPAHGRE Project, CoLoraDo* 
pee sep | | i | 
Estimate | Acres for | Water De- 
° which Service) Acreage | Miles Water Water livered per 
Year | Irrigable |IsPreparedto| Irrigated of Diverted Delivered {Acre of Land 
| Acres Supply Water| Canal (Acre Feet) | (Acre Feet) | Irrigated 
| | | | (Acre Feet) 
Cn Pee 140,000 | 20,600 {| 16,500 | 117.5 | 73,988 73,988 4.50 
eee 140,000 | 24,000 {| 17,080 | 129.0 106, 335 106,765 6.25 
tS ee | 140,000 30,000 | 20,995 | 131.0 | 112,708 113,789 | 5.44 
| eee | 140,000 44,500 | 27,887 | 210.7 | 139,932 133,912 | 4.81. 
eS ES | 140,000 | 48,000 | 31,428 228.5 | 182,191 160,056 | 5.09 
ee | 140,000 | §2,338 | 33,873 | 279.5 | 183, 342 171, 268 | 5.06 
“ee | 140,000 | 62,147 | 41,463 | 255.8 | 264,060 231,271 | 5.56 
ee | 140,000 | 77,713 | 42,273. | 406.5 | 329,564 299,432 | 6.08 
es ae | 100,000 g0,000 | 53,108 415.0 368, 148 316,365 | 5.96 
SONS ia. | 100,000 | 100,000 | $9,270 413.0 423,050 367,144 6.30 
SS eae | 100,000 100,000 | 9 442.0 420,176 390,770 6.42 
Se ene | 100,000 | 100,000 | 64,180 448.0 429,820 365,853 5.70 
SOG ccs os 100,000 | 97,410 | 63,760 432.0 446,225 415,599 6.52 
«san ee 97,410 | 97,410 | 64,730 467.0 427,706 422, 398 6.52 
9923........ | 97,419 | 97,060 | 64,320 489.0 439,452 328,877 5.11 
an Eee 97,060 | 96,510 | 63,350 532.0 379,144 393,814 4.89 
RNG Foss ccs 96, 510 | 94,819 | 61,637 $32.2 430, 701 298 ,035 4.89 
TS i ee 94,819 95,202 | 58,676 §32.2 407,17! 312,430 $392 
oe Ee | 94,820 75,784 | $9,378 532.2 422,052 274,670 4-63 
a er | 75,780 75,654 | 60,818 $32.2 453,255 317,686 5.22 
fee. sc | 75,630 67,001 | 60,522 $32.2 390, 301 254,421 4.20 





*Compiled from the Annual Reports, Reclamation Service. 
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$52 per acre and fixed the total paying 
irrigable acreage at 75,784 acres. This 
charge-off and suspension have limited 
the ability to pyramid but have not pre- 
vented it because further abandonments 
of the remaining acreage are again pyra- 
miding. 

Inadequate Surveys. The construction 
work on all the early projects was under- 
taken without adequate soil surveys; 
not until 1910 was a soil survey made on 
the Uncompahgre. Had the soil survey 
been made earlier, probably not more 
than half of the 140,000 acres would have 
been designated for irrigation. Such a 
survey would also have shown: (1) that 
some of the lands would require much 
water to irrigate, too much, perhaps, to 
make them profitable for reclamation as 
arable lands; (2) that much of the land 
would become water-logged and a drain- 
age system would have been planned and 
its cost made a part of the construction 
costs. 

In the early construction of irrigation 
works little or no consideration was given 
to the varying amounts of water re- 
quired to irrigate lands varying in tex- 
ture. All lands covered by the construc- 
tion works were included as lands subject 
to water for irrigation, and the charges 
per acre were the same for all. This has 
resulted in the abandonment of much 
land which was not suited to irrigation 
or which required too much water to be 
profitably irrigated. Much of the adobe 
soil of the Uncompahgre erodes seriously 
and has been cut by deep ravines and 
arroyos which make the cost of leveling 
prohibitive. All adobe soil erodes so 
easily that irrigation is difficult and ex- 
pensive. Leveling is necessary each 
year and even after each heavy rain. 
The rains occurring in the foothills of 
the mountains often send a flood of 
water down the gulches and across the 


lands below. This has resulted in the 
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abandonment of that part of the adobe 
area having a great slope or receiving a 
flow of water from the foothills. 

Repayment Difficulties. The years 
1914 to 1918 marked a period of con- 
tention and unsettled relations between 
the water users and the Federal Govern- 
ment. No agreement could be reached 
as to construction costs and time of 
beginning payments. On May 7, 1918 
the Reclamation Service entered into a 
special agreement with the Uncompahgre 
Water Users’ Association to the effect 
that the Government would operate and 
maintain the project at cost for a period 
of five years and that on December 1, 
1922 payment on construction would be 
due. When December, 1922 came, the 
depression was on and the farmers com- 
plained and asked for further relief. 
Many were delinquent in the payment of 
operation and maintenance charges. Re- 
lief was granted in the further postpone- 
ment of these charges without penalty, 
but all without permanent results. It 
was then suggested that the settlers 
pay 5% of the gross crop value. Con- 
gress enacted the permissive legislation 
but it was never approved by the Water 
Users’ Association, because the farmers 
would have paid more per year on this 
5% basis than they were paying under 
the former agreement. 

Following the Fact Finders’ Report 
and the Congressional Act of May 25, 
1926, the Uncompahgre Valley Water 
Users’ Association accepted the 40-year 
plan of repayment and entered into a 
contract with the Federal Government 
on April 8, 1927. This provided for the 
charge-off of certain lands and the sus- 
pension of others and fixed the annual 
payments at $1.25 per acre to continue 
to 1962, at which time the payment of 
construction costs would be completed. 
This contract was quite generally satis- 
factory, and the Water Users’ Associa- 
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tion and the Federal Government seemed 
for a time to be on peaceable terms. 
But prices of farm crops continued to 
decline and the delinquencies in pay- 
ments began to increase. This brought 
demands for additional relief. 


Because of depressed conditions in the 
fall of 1929 and the failure of a bank on 
the Project during the winter of 1929-30, 
an urgent demand for immediate relief 
was begun. At the insistent request of 
the Water Users’ Association a hearing 
of their complaints was granted by the 
Reclamation Service and held in Denver 
in February, 1930. Following this hear- 
ing, upon the recommendation of the 
Reclamation Service, Congress in the 
spring of 1930 passed a resolution per- 
mitting the farmers of the Uncompahgre 
Project, who were delinquent in their 
payments, to be furnished water for 
that season. A further recommendation 
provided that time be given to investi- 
gate the conditions and that permanent 
relief be considered later. 

Immediately thereafter the Bureau of 
Reclamation requested the Governor of 
Colorado to appoint a committee of 
representative citizens of the State to 
‘make a study of the conditions and 
report to the Bureau of Reclamation. 
This commission was organized as a fact 
finding committee and began work in 
August, 1930, at which time the eco- 
nomic conditions of the Project were 
considered from many standpoints. 

At these hearings it was suggested 
that the water users could not pay more 
than $2.60 per acre annually, including 
both the construction charge and opera- 
tion and maintenance costs. The charge 
for construction under the contract of 
1927 was only $1.25 per acre per year, 
and the operation and maintenance 
charges had never been more than $1.80 
per acre per year, making a total not 
exceeding $3.05 per acre per year. It 


was clear that the water users were 
fearing an increase of these charges under 
the joint liability clause of the contract 
because of the continued abandonment 
of farms. 

The Credit Situation. At the confer- 
ence in Denver in February, 1930 it was 
suggested that better credit facilities 
were needed and at lower rates of inter- 
est. At that time approximately 37,000 
acres of land were mortgaged for a total 
of $2,500,000, or an average of over $70 
per acre, and the average rate of interest 
was about 8%, resulting in an interest 
charge of more than $5 per acre per year 
on these mortgaged lands. 

The mortgage situation bears a close 
relationship to the income from the 
farms. If mortgages are given as a part 
of the purchase price of a farm or for 
stock and improvements on the farm, the 
conditions would not be so alarming but, 
if they are incurred for consumptive 
expenses because the farms were not 
producing a living for the farmers, con- 
ditions must be serious. 

Sufficient data are not at hand to 
show conclusively what were the causes 
of these debts. The farmers’ annual 
reports to the Reclamation Service on 
the value of live stock do not seem to 
indicate that the mortgages were for the 
purpose of enlarging herds. The writer is 
familiar enough with conditions on the 
project to know that few improvements 
were being made; more farms have de- 
teriorated in improvements than have 
been bettered in recent years. Farm 
machinery has likewise depreciated and 
but little additional equipment has been 
purchased since the depression in 1921. 
The mortgages, however, might have 
arisen from loans connected with the 
transfer of property, but this does not 
seem to explain any considerable num- 
ber of cases. 

At the hearing in Montrose, Colorado 
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in August, 1930 figures were presented 
to show that few transfers of property 
were being made because of lack of 
credit facilities, and that this need for 
credit was bringing more foreclosures 
than on other lands in the same valley. 
It was reported that in the 12 months 
preceding the hearing only 64 deeds had 
been recorded upon the project lands, 
while for the same period Io years 
earlier 414 were recorded; and that in 
the year just preceding, 67 mortgages 
had been filed whereas Io years earlier 
579 had been filed in one year. These 
few sales and few mortgages are not 
necessarily an indication of an unhealthy 
economic condition. It will be seen that 
the number of mortgages in the earlier 
period far exceeded the number of trans- 
fers. This might be an indication of a 
healthier economic condition at the later 
period. 

The investigation also showed 29 fore- 
closures in I929 as against 9 for the 
same period Io years earlier. It was fur- 
ther stated that no one would lend 
money on the project lands, whereas 
lands situated similarly to the project 
lands, but not included in the project, 
could borrow $50 and more per acre. 
The explanation was that there is no 
equity for a loan on the lands under the 
project because the Government holds 
a first lien and with the joint liability 
clause in the contract there is no limit 
to the acreage charge for construction. 
Bankers testified at this hearing that 
they could not lend upon the project 
lands so long as the joint liability holds. 
The joint liability contract was also said 
to be the cause of the high interest rates. 
This had been treated in the Annual 
Report of the Reclamation Service fol- 
lowing the establishment of the Federal 
Farm Land Banks in 1916." 





4 16th Annual Report, Reclamation Service, p. 14. 
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However, it must be remembered that 
the credit situation is an economic con- 
dition accompanying the depression and 
is affecting land ownership relations 
throughout the entire country to a great 
extent; it is not a condition peculiar to 
the project lands alone, though, perhaps, 
it applies here in an exaggerated degree: 

Recent Remedial Legislation. Follow- 
ing the hearing in Montrose and the 
report to the Bureau of Reclamation by 
the committee a bill was sponsored by 
the Reclamation Bureau and introduced 
in the House of Representatives on De- 
cember 10, 1930, providing (1) that the 
drainage of the water-logged lands be 
undertaken by the» Water Users’ Asso- 
ciation; (2) that an amount equal to 
the total amount due the Federal Gov- 
ernment on the construction repayment 
might be spent annually on this drainage 
for a period of six years; and (3) that 
the payment of the construction charges 
due for these years might be suspended 
in lieu of this drainage expenditure and 
paid as supplementary charges after 
1962. It also provided that, if lands 
were abandoned and costs pyramided, 
there should not be an increase of more 
than 15% in the amount of the annual 
construction charge, and that these ex- 
cesses attributable to such abandon- 
ments might be suspended and paid as 
supplemental charges after 1962. 

The bill was rushed through as an 
emergency measure and signed by the 
President on January 31, 1931. A new 
contract was signed by the Water Users’ 
Association with the Department of the 
Interior. Following this the Water 
Users’ Association suspended the col- 
lection ot construction charges tor 1931 
and 1932. 

The act also provided that the Water 
Users’ Association should take over the 
project and operate and maintain it 
after 1932. This placed the Uncom- 
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pahgre Project in the class of projects 
operating under a special contract. 


The engineering, economic, and social 
problems are being confused by politics. 
This comes about in part from the fact 
that the Reclamation Service is a govern- 
ment bureau, subject to Congressional 
legislation, and is not free to accommo- 
date its activities to commercial trans- 
actions. The economics of a situation 
are often neglected for the political. 
This has been true upon the Uncom- 
pahgre Project. The factional situation 
has not permitted the affairs of the 
Water Users’ Association to be handled 
on a strictly businesslike and economic 
basis. Political interest and expediency 
have at times taken precedence over the 
economic advantages of the water users. 
This has been an influence in preventing 
the water users from making a careful, 
scientific examination of the conditions 
and squarely facing the adjustment and 
solution of these problems. 


A Comparison of Federal Reclamation 
Farming with Other Farming 


A study of the statistics of crop pro- 
duction on the Uncompahgre Project 
has shown that the enterprise as a whole 
is far from prosperous. The conditions 
are not different from those on many of 
the other reclamation projects and upon 
other irrigated lands, but they are very 
different from conditions in the humid 
areas. The irrigation farmer on the 
federal reclamation projects is also in a 
different situation from the one under a 
private or corporate system of irrigation. 
He has a joint mortgage on his land for 
the construction costs of an expensive 
irrigation plant in addition to the upkeep 
or operation and maintenance of this 
plant. The plant asa rule has cost much 
more than the private or corporate plant. 
True, it is much better constructed, both 
from an engineering standpoint and in 
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the durability of its materials. The 
federal irrigation plants are models of 
careful engineering and have been built 
to endure. This, however, does not aid 
the farmer when his farming operations 
are not profitable and he would like to 
let his land lie idle or put it to some other 
use than cropping. The private system 
has usually cost less and is so planned 
that its operation and maintenance costs 
are small. They are very small if the 
farmer decides not to irrigate for one 
year. On the private project, if the land 
proves infertile or expensive to subdue, 
the owner may sell his water or the en- 
tire system, if individually owned, to 
farmers with lands better suited for irri- 
gation. The farmer on the federal 
projects cannot sell or transfer the water 
to other lands. He is under contract 
with the Government to pay and must 
pay whether he uses the water or not. 
If he finds one year that he needs more 
water than his allotment calls for, he 
must pay for the excess even though he 
has not used his allotment in previous 
years. He is in a precarious position; 
if he does not prepare his land and use 
the water, he will lose the construction 
costs plus the operation and mainte- 
nance, while if he does prepare his land 
and does irrigate, he stands to lose upon 
the cost of production. 


Some One Must Lose under This 
Unsound System 


It seems that under present conditions 
either the farmer or the Federal Govern- 
ment must lose upon some of these 
poorer lands. If the farmers are held to 
their contracts regardless of the charac- 
ter of their lands, those farmers upon the 
poor soils must lose immediately, and 
under the joint liability contract the 
farmers upon the better lands may lose 
through the pyramiding of the construc- 
tion costs as well as through increased 
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operation and maintenance costs. 


It was pointed out several years ago 
by authorities in engineering and irriga- 
tion that the investors in commercial 
irrigation systems had “almost without 
exception lost their investment—they 
have been involuntary philanthropists.”® 
The Federal Government stands now in 
the position of the investor in irrigation 
works. The difference in the position of 
the Government and the private investor 
is that the Government has a prior lien 
upon the lands and it is a joint lien so 
that the entire project stands good for 
the return of the entire cost of construc- 
tion of the irrigation plant. 

The above statement might seem to 
imply that irrigation farming as a whole 
is not a success, but such is not the case. 
Some early projects and many privately 
owned projects have succeeded but of 
all the Government projects only four 
were not in arrears in 1930. The great 
difficulty lies in divorcing the ownership 
of the land and the water. Water, 
though very limited in most irrigated 
areas in comparison with land, is worth 
nothing unless applied to the land. On 
the other hand, the land is valueless 
without the water to irrigate it. A pe- 
culiar phenomenon of value is here mani- 
fested; the water is the limiting factor, 
but is valueless except as attached to 
the land, and then the land takes on a 
value through the application of water in 
proportion to its fertility. The increase 
in value is then attached to the land 
and not to the water. This was dis- 
covered by irrigation companies in the 
irrigation districts. For this reason the 
Carey Act did not meet the needs of an 
irrigated region, and was not applied as 
it was anticipated by its promoters. 
The irrigation companies could make no 





15 Newell and Murphy, Principles of Irrigation Engi- 
neering (New York: McGraw-Hill Book Co., Inc., 
1913), pp. 276-277. 


profit from the sale of water to settlers. 


The infertile lands continue to be 
abandoned rather than that these charges 
be met. Some of these lands were useful 
and may again be useful for grazing, 
but they cannot be forced into a higher 
use by the application of a tax. Lands 
are used as a rule when their use yields 
a return to the one who holds them, but 
they will not be used when it is seen that 
continued losses will result. Submar- 
ginal lands cannot be taxed into use. 


The question arises, would more lands 
be farmed and would the relations of 
the farmers and the Government be 
more satisfactory if the water users on 
the projects were furnished water, as 
under the Warren Act, on a rental basis 
rather than on a cost of construction 
basis as at present? The question also 
arises, would the Federal Government 
lose less under this plan than it may lose 
under the present plan of postponements 
and charging off. The extension of the 
time of repayment without interest 
means a loss to the reclamation funds. 


A Proposal 


Inasmuch as no more lands are needed 
for the production of agricultural crops 
at the present time and since the tend- 
ency is and should be to abandon poorer 
soils and to use only lands of great fer- 
tility, it would seem feasible for the 
Federal Government to turnish the water 
on a rental basis on the reclamation pro- 
jects which are having difficulties in 
meeting payments. This annual rental 
charge could be based upon what the 
more fertile lands of the project could 
bear and still be farmed at a profit. 
This rate of rental might be so adjusted 
according to the cost of construction 
that, after a certain number of annual 
rentals per acre had been paid, a per- 
manent title to the water would be given 
to the farmer and he could use it on any 
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lands he desired, subject only to the 
regulations of his own water users’ asso- 
ciation. 

This would, perhaps, result in the im- 
mediate abandonment of some lands not 
now profitable to farm. It would un- 
doubtedly remove all complaints arising 
from the joint liability contract. It 
would also result in more economical use 
of the water and perhaps reduce the 
acreage that is water-logged. Along 
with this there could be provisions for 
drainage by farms or districts with the 
privilege of using the waters developed 
by drainage ditches, thus practicing an 
economy in the use of water. 

Under such a system the farmer would 
rent only the water needed, and would 
farm only productive lands. Water 
would be economically applied and bet- 
ter crops would result. There would be 
in the end, perhaps, more land farmed 
and farmed better than is now being 
farmed. Because of the great variation 
in the soils in some regions many farms 
might have but a few acres of very fer- 
tile land and these could be profitably 
cropped. Since the farmer would pay 
only for the water used, this plan would 
place upon him the responsibility of 
planning his crop wisely. He would not 
be under obligation to pay the Govern- 
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ment a fixed charge for waters appropri- 
ated to lands he had found unprofitable 
to crop. 

This would also take care of the settle- 
ment problems. The lands then would 
be sold by the owner or, if abandoned 
and taxes become delinquent, they would 
revert to the county and be sold for 
taxes. Under such a plan, perhaps, 
fewer lands would be abandoned and if 
abandoned there would be a ready sale 
under a tax title, since the purchaser 
would realize that he would not have a 
charge for water except for the lands he 
farmed and those would be of his own 
selection. 

Since the purpose of the Reclamation 
Act is to furnish homes where farmers 
can rear their families, the proposed plan 
would meet that requirement. It is con- 
ceivable that more lands would eventu- 
ally be farmed and more water demanded 
and finally paid for under such a system 
than will be under the present plan of 
collection of the construction charges. 
Under the present arrangement the 
Federal Government has already charged 
off a considerable sum, and the prospects 
are that more will be charged off. The 
Government would lose less under this 
rental plan than under a plan that is 
unsound economically. 





I. The Development of Commission Regulation 
of Public Utilities in Ohio 


By EDWIN T. HELLEBRANDT 


Columbia and all the states, with 

the sole exception of Delaware, 
have some form of administrative com- 
mission regulating public utilities and 
railroads. The broad outlines of their 
history and general organization are 
quite similar, but each has its own char- 
acteristic development. 

In many respects the Public Utilities 
Commission of Ohio has paralleled the 
general pattern while at the same time 
preserving certain unique characteristics. 
Its roots go back to the early years of 
the Granger Movement which culmi- 
nated in the so-called Granger Legisla- 
tion of the early 1870’s. This was the 


A T the present time the District of 


period of the development of both the 


strong and weak types of commission. 

Commissioner of Railroads and Tele- 
graphs, 1867-1906. In 1867 the Ohio 
General Assembly created the office of a 
Commissioner of Railroads and Tele- 
graphs, with the general powers of in- 
vestigating and reporting to the Legis- 
lature, and of enforcing certain statutory 
rules. Thus Ohio began the regulation 
of her railroad and telegraph companies 
before the great wave of Granger legis- 
lation in the 70’s. It was a weak type cf 
commission; yet it had a continuous 
existence, with gradually increasing pow- 
ers, until it was superseded in 1906 by 
the Railroad Commission of Ohio. 

The more important duties and powers 
of the Railroad Commissioner were: 
(1) to submit an annual report to the 
governor, containing reports of all rail- 
road and telegraph companies operating 
within the State, showing their physical, 
financial, and operating condition and all 


casualties to persons and animals; in 
addition, the Commissioner was ex- 
pected to submit any recommendations 
he might deem necessary to be made to 
the Legislature; (2) to enforce various 
specific railroad laws through court ac- 
tion and to collect any forfeitures due 
the State, either on his own motion or 
through the prosecuting attorney; (3) to 
examine any defective tracks, bridges, 
and structures of the railroads, and, if 
found to be dangerous to passenger 
service, to order the necessary repairs to 
be made, prescribe the speed of trains 
over them, or wholly prohibit their use 
by passenger trains. 

The Commissioner could make ex- 
aminations into violations of law by the 
companies, either on complaint or on his 
own motion, and in the conducting of 
such investigations sub-poena witnesses 
and administer oaths. It is interesting 
to note this early grant of initiating 
powers to the Commissioner—it was not 
necessary to wait until a complaint was 
made; the Commissioner could act on 
his own initiative. 

Beginning five years after the crea- 
tion of this office, the Legislature gradu- 
ally granted additional powers to the 
Commissioner. These pertained almost 
wholly to safety in operation, such as 
approval of mechanical devices, princi- 
pally those installed to protect railroad 
and highway crossings, and the enforce- 
ment of such strictly defined laws as the 
full-crew and fire-extinguisher laws. 

Funds were generally lacking for an 
effective use of even its limited powers, 
and legislative and political opposition 
on more than one occasion were almost 
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successful in their attempts to abolish 
the office,,, The railroad and telegraph 
companies made few efforts to cooperate 
and were generally very delinquent in 
filing their annual reports and in supply- 
ing information requested by the Com- 
missioner. A continuous existence was 
maintained, however, until in 1906 a 
successor was created, the Railroad 
Commission of Ohio. 

Railroad Commission of Ohio, 1906- 
git. By 1906 it was uniformly felt 
that the needs of regulation had out- 
grown the powers conferred upon the 
Commissioner of Railroads and Tele- 
graphs and that a general rewriting of 
the law was necessary. On January 1, 
1906 an act, known as the Wurtz law, 
was passed “. . . to regulate railroads 
and common carriers in this state, create 
a board of Railroad Commissioners, 
prevent the imposition of unreasonable 
rates, prevent unjust discrimination, and 
insure an adequate railway service... .’”! 
This law, with the principal exception 
of the omission of any powers over joint 
railroad rates, was a replica of the then 
existing Wisconsin statute. 

In addition to transferring the powers 
and duties of the former Commissioner 
of Railroads and Telegraphs to the newly 
formed Railroad Commission, its juris- 
diction was extended in the following 
manner: 

(1) The number of commissioners was 
increased to three, the term of office ex- 
tended to six years, and the salary of 
the commissioners increased to $5,000 a 
year. Provisions were made for a secre- 
tary, three clerks, and other experts and 
clerks as needed. 

(2) The act applied to railroads oper- 
ated as common carriers and to wharves, 
elevators, and other facilities used in 
connection with rail and water trans- 
portation. It also included interurban 


198 O. L. 342. 


electric railroads and all companies en- 
gaged in express, ‘water transportation, 
sleeping car equipment, or like busi- 
nesses. Steam or electric railroads trans- 
porting passengers wholly within a city, 
or between contiguous cities, and pri- 
vate railroads not common carriers 
were specifically excluded. However, 
any private tracks used as a part of the 
system of a common carrier were subject 
to the same control as those of the com- 
mon carrier. The jurisdiction of the 
Commission did not extend over other 
public utilities except in so far as it 
already received annual reports from 
telegraph and telephone companies. 

(3) Broad regulative powers were 
given to the Commission over depots, 
switches, sidetracks, and other railroad 
facilities. 

(4) The Commission was given wide 
control to assure adequate and non- 
discriminatory service. It could super- 
vise interchange of traffic, passenger and 
freight service, and car distribution. 

(5) The Commission was authorized 
to approve and require the filing of rate 
schedules, to value the properties of the 
railroads, and on complaint or on its 
own motion, and after hearings, to pass 
on and fix reasonable and non-discrim- 
inatory rates. It could not compel the 
acceptance of joint rates. 

(6) The Commission was given the 
power to formulate its own rules and 
regulations governing its procedure and 
to administer all oaths and keep all 
records necessary for a proper perform- 
ance of its duties. An appeal from any 
order or decision of the Commission 
could be made to the Common Pleas 
Courts of the State and the Commis- 
sion could sue and be sued in its own 
name. 

A mandatory type of commission with 
definite powers over rates and service 
was thus formed to regulate the railroads 
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of the State. Only minor changes were 
made in the law during the five years this 
Commission was in existence. The 
power over joint rates which had been 
left out of the original law was added the 
next year, together with the authority of 
adjudicating rather than merely report- 
ing on property damage claims and over- 
charges.2 Additional laws concerning 
safety of operation also were added from 
time to time. 

The Public Service Commission of Ohio, 
7911-1913. A vast number of public 
utility problems were springing up by 
this time outside of the rather limited 
field of the railroads. Since the Railroad 
Commission apparently had worked well, 
it was felt to be competent to handle the 
regulation of the great bulk of other 
public utilities. This expansion of the 
number of businesses regulated is the 
most significant feature of the Public 
Service Commission Act of Ig11.* In- 
stead of rewriting and reorganizing the 
old law on the subject and incorporating 
it with the new, the General Assembly 
used the easy but highly confusing 
method of adding 84 sections to the old 
act. 

The principal powers which were 
added may be summarized as follows: 

(1) The extension of the Commission’s 
jurisdiction to include telegraph, tele- 
phone, electric light, gas, natural gas, 
pipe line, water works, heating and 
cooling, messenger, signaling, street rail- 
way, and suburban railway companies. 

(2) The authority was granted to make 
valuations of any railroads or public 
utilities. At this time the Legislature 
did not provide any definitions or fac- 
tors of value to guide the Commission. 

( 3) After years of agitation the Com- 
mission was authorized to prescribe a 
uniform system of accounts. As far as 





299 O. L. 128, 130. 
7302 O. L. 549 ff. 


was practical, these were to follow. the 
system set up by the Interstate Com- 
merce Commission for: those utilities 
reporting to that Commission. 

(4) Control over security issues was 
granted at this time. 

( 5) Authority was given to the Com- 
mission to require, whenever reasonably 
necessary, the joint use of utility equip- 
ment in the streets, railroad track con- 
nections, and continuous telephone lines; 
control over all contracts of sale, lease, 
and joint use of public utilities and 
mergers of telephone companies; and 
over the issuance of certificates of public 
convenience and necessity for construc- 
tion of new telephone lines in territory 
already being served by other tele- 
phone companies. 

(6) Finally, the Commission was given 
an appellate jurisdiction over municipal 
ordinances fixing rates for service and 
requiring additions and extensions by 
utility companies. Once a utility ac- 
cepted an ordinance the Commission 
was without jurisdiction, but before 
such time it could on an appeal review 
the reasonableness of the ordinance. 

While the Public Service Act of 1911 
marked the beginning of administrative 
commission regulation of local utilities 
in Ohio, their regulation was not new at 
that time. As early as 1869, two years 
after the creation of the office of Com- 
missioner of Railroads and Telegraphs, 
incorporated municipalities were per- 
mitted by law to control by ordinances 
the rate charged by gas utilities and to 
negotiate binding rate contracts.‘ In 
1889 similar authority was extended 
over the electric utilities and in 1904 over 
the water utilities.» Thus the sentiment 
in favor of municipal home rule had a 
development which paralleled the growth 
of the utilities themselves. 


4660. L. 218. 
586 O. L. 62; 970. L. 114. 
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‘This sentiment culminated in a Home 
Rule Amendment to the State Constitu- 
tion in 1912. By giving to the munici- 
palities a wide range of power over the 
utilities, this amendment rigidly set the 
institutional background upon which the 
Legislature has imposed administrative 
commission regulation. The result has 
been a compromise between the two 
types of utility regulation. Administra- 
tive commission regulation became pri- 
marily appellate in its jurisdiction, func- 
tioning only when municipal regulation 
failed to reach a satisfactory solution in 
a given situation.® 


The Public Utilities Commission of 
Ohio, 1913-date. In 1913 the name of the 
Commission was again changed, be- 
coming the Public Utilities Commission 
of Ohio.?. Two important changes in 
the law resulted from this act. (1) The 
Legislature incorporated into the law 
very definite and detailed definitions and 
methods to be followed by the Commis- 
sion in making valuations. Ohio is 
unique in the statutory detail with 
which it instructs its administrative 
commission in the matter of public 
utility valuations. (2) The power to 
review the orders and decisions of the 
Commission was taken from the Com- 
mon Pleas Courts and given exclusively 
to the Supreme Court of the State. All 
appeals are now taken direct to the 
Supreme Court. This change had been 
recommended many times by both the 
Railroad Commission and the Public 
Service Commission in order to minimize 
the delays incident to a judicial review 
of their orders. 


In the intervening years few impor- 
tant changes have been made in the 


* An interesting discussion of this administrative set- 
up can be found in an article by Ben W. Lewis, “‘Com- 
mission Regulation and Home Rule in Ohio,” 9 Journal 
of Land & Public Utility Economics 207 (May, 1933). 


7 103 O. L. 804 ff. 


basic law. In 1919 the Commission was 
given an absolute control over the 
abandonment of service by any railroad 
or public utility. This was an especially 
important addition to the powers of the 
Commission because of its lack of con- 
trol over the extension of any utility 
wholly within the borders of any mu- 
nicipality under the home rule provisions 
of the State Constitution. 

In 1921 motor transportation com- 
panies were first placed under the juris- 
diction of the Commission. This act 
merely defined motor vehicles for hire 
used to transport passengers within the 
State as public utilities subject to the 
jurisdiction of the Public Utilities Com- 
mission. In 1923 this law was amended 
to include transportation of both passen- 
gers and property which were not car- 
ried wholly within a municipality or 
between contiguous municipalities. Pro- 
visions were made for the issuance of 
certificates of convenience and necessity, 
the imposition of special taxes, the issu- 
ance of drivers’ licenses, and the re- 
quirement of adequate liability insur- 
ance policies or bonds.® In 1925 the law 
was somewhat modified to permit local 
police regulation of motor transporta- 
tion companies by the municipalities. 
The transfer of certificates of con- 
venience and necessity was also provided 
for at this time.!° 

In 1925 the Commission was ordered 
by the General Assembly to make an 
investigation of telephone rates within 
the State and additional moneys were 
appropriated to meet the added ex- 
penses. In 1927 the utilities were per- 
mitted, after approval by the Commis- 
sion, to vary their rates according to 
stipulated changes in costs. This was 


8 108 Part I, O. L. 372. 
®1100. L. 211. 
10311 O. L. 516. 
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primarily to allow electric rate contracts 
which incorporated a coal clause." 

The first major change in the Commis- 
sion’s administrative set-up occurred in 
1929. At this time a Superintendent of 
Investigation was provided for by law, 
whose duty it was to make preliminary 
investigations of formal complaints and, 
under order of the Commission, assign 
attorney examiners to hear cases. He 
was also placed in general charge of the 
office of the Commission and made cus- 
todian of its records. At the same time it 
was provided that no utility rate was to 
take effect until it had first been ap- 
proved by the Commission. Prior to 
this time the utilities were permitted 
to charge a new rate under bond after 
the period of suspension had elapsed 
and until the reasonableness of the rate 
was decided.” 


Peculiarities of the Public Utility Law of 
Ohio 


In most respects the present laws of 
Ohio relating to the regulation of public 
utilities are similar to those of many 
other states. Yet they have certain 
characteristic differences and are in some 
respects unique. These differences may 
be classified as procedural, jurisdic- 
tional, and financial. 

Procedural Differences. A general 
characteristic of the Ohio public utility 
laws is the detail with which the stat- 
utes provide for the Commission’s pro- 
cedure in the administration of its du- 
ties. Formal hearings are required in 
many instances. The number of days’ 
notice to be given the parties in the 
different types of cases, the method of 
serving notices and papers upon the 
parties, the filing of answers and pro- 
tests, and similar details are specifically 
set forth in the statutes. The practical 





117120. L. 266. 
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result of this situation is to prevent, 
except in a few cases, the informal hear- 
ings, with their frequent settlement of 
disputes by agreement, which are be- 
coming increasingly common in some 
states. 

Probably the most unique provision of 
the Ohio law is that giving to the Com- 
mission the power, and in some in- 
stances the duty, of making valuations of 
utility properties. ‘Most state commis- 
sions have the authority to make valua- 
tions but the Ohio Commission must re- 
port on a number of elements. With 
virtually no change in the law from the 
date of its enactment in 1913 to the 
present time, these are as follows: 
(a) the original cost of land, with a state- 
ment as to how it was acquired; (b) the 
value as of a date certain of land, to be 
obtained by a comparison with similar 
neighboring lands; (c) the additional 
value upon land resulting from the com- 
mon ownership of several pieces, as for a 
right-of-way, together with the added 
value allowed specified for each parcel; 
(d) the reproduction cost new as of a date 
certain of the physical property, other 
than land, showing the value of the sepa- 
rate items together with the unit basis of 
their valuation; (e) the depreciation of 
the physical property from its reproduc- 
tion cost new for mechanical deteriora- 
tion, age, obsolescence, lack of utility, 
or for any other cause, showing in detail 
the per cent and amount for each class 
of property; (f) the net value as of a 
date certain of the physical property, 
to be found by subtracting the de- 
preciation from the reproduction cost; 
(g) any additional value attributable to 
franchises, good will, or financing, show- 
ing separately the basis of computation 
or estimate of each. 

The report must show separately the 
property used and useful to the utility 


2313 0. L. 16. 
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or railroad in furnishing service to the 
public, the property held by the utility 
or railroad for other purposes, and such 
other items concerning values and meth- 
ods of making valuations as the Com- 
mission deems proper. It must also 
show the amounts, dates, and rates of 
interest of all bonds outstanding, the 
property upon which they are a lien, 
and the amounts paid for the property; 
and in such detail as may be necessary, 
the original capital stock and the moneys 
received by reason of any issue of stock, 
bonds, or other securities. Finally, the 
report must show the net and gross re- 
ceipts, the methods by which moneys 
were expended and paid out, and the 
purposes of these payments." 

Of particular interest is the marked 
emphasis placed upon reproduction cost 
new less depreciation as the measure of 
value. The original cost of the utilities’ 
properties is nowhere directly specified 
as a factor of value which must be con- 
sidered by the Commission. Some indi- 
cation of this cost can be obtained from 
the required data, but the Commission 
is not specifically bound to consider it as 
in the case of reproduction cost. 

The lack of any mention of “going 
value” in the law is also noteworthy in 
light of the detail with which it outlines 
the Commission’s procedure in making 
valuations. Both the Commission and 
the Ohio Supreme Court have agreed 
that going value must be considered in 
valuations, but have not been able to 
agree upon a method for determining its 
amount." 

Furisdictional Differences. The prin- 
cipal jurisdictional variation from the 
usual practice found in the present regu- 
latory set-up in Ohio is constitutional 
rather than legislative. Since the Home 


* G. C. 499-9, 499-10, 499-11, 499-12. 
14 In Re Ohio Bell Telephone Co., Ohio Pub. Ut. Com. 
Rep., Vol. 19, p. 67 (1931). 


Rule Amendment to the State Constitu- 
tion in 1912 the breadth of commission 
regulation within the State has been de- 
cisively limited. Coming, as it did, 
within a year of the extension of the 
Commission’s jurisdiction over a much 
wider range of utilities, this amendment 
has prevented the development of the 
type of continuous administrative com- 
mission regulation for which it was 
originally created to provide. 

Some attempts have been made to 
nullify, in part at least, this division in 
jurisdiction, but with little effect. To- 
day, the Commission still has only a 
secondary jurisdiction for most purposes 
over heating, cooling, gas, electric, and 
water utilities. When a municipality 
neglects to exercise its right to regulate 
these utilities, or when the regulation 
embodied in a valid ordinance is not 
acceptable to either the utility involved 
or to the electors of the community, the 
authority of the Commission may be 
invoked. Transportation facilities serv- 
ing wholly within a municipality, or 
between contiguous municipalities, are 
specifically exempted from Commission 
control, while all others are solely under 
its regulation. The telephone companies 
are the only local utilities over which 
the Commission has a continuing juris- 
diction. The apparent inconsistency in 
the case of the telephone companies is 
the result of judicial interpretation of the 
statutes. The Commission first refused 
to accept jurisdiction over them because 
of the Home Rule Amendment to the 
Constitution, but it was forced upon 
them by the Supreme Court of the 
State.” 

Control over abandonments is_ the 
one outstanding exception to this di- 
vision of authority. Whereas the Public 


13 In Local Telephone v. Cranberry Mutual Telephone 
Co., 102 O. S. 524 (1921), the court said that the fail:re 
(Footnote 15 continued on page 401) 





Ut 
ini 
loc 
tel 
dit 
the 


che 
ser 
mii 


the 


$10 
mii 
tru 


ab: 
ing 


fin; 


use 


use 
pli 
is | 
jur 
the 


up 
rev 


$10 
ani 


pre 
era 





itu. 
sion 


did, 
the 
uch 
ent 


the 


VaS 





Utilities Commission does not have an 
initial jurisdiction over the entrance of 
local utilities into the market, except 
telephone companies under certain con- 
ditions, it has the sole and absolute au- 
thority in regard to abandonments. A 
municipality may permit or refuse, as it 
chooses, the right of a utility to render 
service in the community and the Com- 
mission has no power in the matter. In 
the converse situation of an abandon- 
ment the opposite is true, the Commis- 
sion having the sole authority of per- 
mitting or refusing the petition. This is 
true whether the utility is petitioning to 
abandon, or the municipality is attempt- 
ing to force a withdrawal of service. 

Financial Differences. The method of 
financing the work of the Commission 
used by the General Assembly of Ohio, 
while not unique, is comparatively little 
used. This is true in spite of its sim- 
plicity and apparent fairness. An assess- 
ment of not more than $200,000 a year 
is divided among all utilities under the 
jurisdiction of the Commission, except 
the motor transportation companies, 
upon the basis of their intrastate gross 
revenues. The amount each utility 
must pay is computed by the Commis- 
sion, paid to the treasurer of the State, 
and placed by him in a special fund. 
The General Assembly then makes ap- 
propriations from this fund for the gen- 
eral maintenance of the Commission. 
If the total costs for any year are greater 
than $200,000, excluding the main- 
tenance of the Bureau of Investigation, 
the excess is appropriated from the gen- 
eral funds of the State." 





(Footnote 15 continued from page 400) 
to obtain a certificate of convenience and necessity 
from the Public Utilities Commission placed the Com- 
pany under a legal infirmity and made it incapable of 
contracting for the furnishing of telephone service. “The 
contractual incapacity in no way affects or limits the 
municipal powers, but renders a contract made with 
another who is under disability, ineffectual and unen- 
forceable. The contract falls because of the infirmity 
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The expenses of the. Bureau of In- 
vestigation are kept in a separate ac- 
count and are paid from another fund. 
The principal function of this Bureau 
is the regulation of motor transporta- 
tion companies. These companies are 
exempted from the general assessment 
placed upon the other utilities and in- 
stead pay a special tax. One half of the 
amount paid by motor transportation 
companies operating over regular routes 
or between fixed termini is credited to 
the municipalities and counties through 
which they run, upon the basis of the 
number of miles operated in each. The 
other half of these taxes, and all the tax 
paid by the motor transportation com- 
panies operating over irregular routes, is 
placed by the treasurer of the State in a 
special “state maintenance and repair” 
fund. The General Assembly then makes 
appropriations from this fund for the 
maintenance of the Bureau of Investiga- 
tion.!”7 All moneys remaining in the fund 
over the cost of maintenance of the 
Bureau are credited to the State High- 
way Department for use in repairing 
state highways. 


Organization of the Public Utilities 
Commission of Ohio 


With all its detail in other respects the 
statutes still leave with the Commission 
the power to develop in the main its own 
administrative organization. The stat- 
utes provide for a Superintendent of In- 
vestigation, an Assistant from the At- 
torney General’s office as attorney for 
the Commission, Attorney Examiners, 
and a special bureau for the supervision 
of motor transportation companies.'® 


of the other party, and this section (G. C. 614-52), 
regulatory in nature, cannot be said to abridge the con- 
stitutional grant comprised in the Home Rule Amend- 
ment.” 

16 G. C. 606. 

7G, C. 614-94, 614-94, 614-95, 614-96. 


18 G. C. 496, 497. 
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DiacraM I, ADMINISTRATIVE ORGANIZATION OF THE Pusiic Uriiit1es Commission, 1929.* 




































































































































































Legislature 
Public Utilities Commission |__| 
3 members $6,000 Attorney 
A$5,000 
Superintendent of 
nvestigation 
3000 
| 
| | | | | ca | 
Superintendent Auditor Chief Inspector Assistant Attorney Bureau of Chief Engineer 
of Rates $4,500 of Railroads Superintendent Examiners Investigation $4,200 
$5,000 $2,800 $4,000 1-$3,200 
| ! 1-$2,400 | 
, Clerk | Full-Time Engineers 
Assistant $1,680 Inspectors Clerks loyees 1*$3,600 1-$3,200 
Superintendent 9-$2,400 1-$1,800 1-$1,380 Stenographers 18-$35,967 1-$2,700 1-$3,000 
$3,600 Stenographers 3-$2,200 1-$1,440 1-$1,560 2-$2,100 7-$2,400 
- $1,200 2-$1,440 1-$2,000 1-$2,800 
Tariff and Stenographers 471,500 
Rate Clerk 1-$1,500 1-$1,320 Telephone 
$2,280 1-$1,200 Operators Investigators 
1-$1,140 2-$3,300 1-$3,000 
Stenographers Tax Clerk 1-$1,120 1-$2,400 
1-$1,560 1-$1,440 $3,000 
1-$1,320 Sank ee pat snd 
ypist I, Opera 
Traffic Expert $1,140 2-$1,200 
2,400 
Stenographers 
1-$1,200 1-$1,080 
Appraiser 
600 














*Ninth Executive Budget, State of Ohio, 1931-2, (Columbus: F. J. Heer Publishing Co., 1931), P. 3: 
his Bureau was formerly called the Motor Transportation Department. Details were not obtainable, the sum given being 


+T 
the total payroll of the Bureau. 


With these exceptions the Commission 
has been free to organize its staff in a 
manner best suited to its needs. 

Diagram I shows the organization of 
the Public Utilities Commission in 1929 
when the office of the Superintendent of 
Investigation was first created. In its 
essentials it appears to be similar to that 
found in many other states. Its principal 
weakness is the lack of an accounting 
department for analyzing financial re- 
ports of the utilities. The Auditor prob- 
ably performs this function, but with 
only one clerk and one stenographer to 
assist him he cannot possibly make a 
very thorough analysis of the 1,040 com- 
pany reports, exclusive of the motor 
trucking companies, which are filed 
each year.!® 


9 The Commission does not include the motor truck- 


Low salaries have been, and are to- 
day, a handicap to most state regulatory 
commissions. Ohio is not an exception 
to this general rule. The entire cost of 
running the Commission in 1929 was 
$240,323.14, almost $200,000 of which 
went for the salaries of a staff which was 
expected to regulate utilities having a 
total corporate capitalization of $8,135,- 
000,000, a total corporate investment of 
$9,296,000,000, and intrastate gross 
earnings totaling $743,372,000. 

Eighteen men have been members of 
the Public Utilities Commission and its 
predecessors, the Public Service Com- 
mission and the Railroad Commission. 
While the term of office is six years, the 
average length of service has been 44 





ing companies in its statistical reports because of the 
general unrefiability of their annual reports. vig 
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years, with a range of from 2 to 11 years. 
The present Commission is composed 
of Mr. E. J. Hoople, chairman, who has 
served two years of his term, Mr. F. W. 
Geiger who has served four years, and 
Mr. Schaber who was appointed to 
office early in 1933. 

Some idea of the magnitude of the 
task faced by the Commission may be 
obtained by an examination of Table I. 
The intrastate gross earnings of the 
various types of utilities constitute 
probably the best measure of their rela- 
tive importance, because the reported 
capitalization and investment are not 
segregated between interstate and intra- 
state properties of the utilities. If the 
steam railroads are excluded (and they 
well might be since the Interstate Com- 
merce Commission so dominates their 
regulation) and the Pullman, Railway 
Express, and Western Union Companies 
likewise, because of their extensive oper- 
ations outside the State, the remainder 
gives a more nearly accurate picture of 
the capitalization and property invest- 
ment actually under the immediate con- 
trol of the Commission. This leaves a 
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total capitalization for the remaining 
utilities of about $1,500,000,000 and an 
investment of about $1,800,000,000. 
This does not include the motor trans- 
portation companies since the Commis- 
sion’s reports give no data for motor 
trucking companies and but few for the 
motor bus companies. With intrastate 
gross earnings of over $19,000,000 for the 
motor bus companies alone, a conserva- 
tive estimate would give an additional 
capitalization and investment of at least 
$50,000,000 and $60,000,000 respectively. 

Excluding the first four years of com- 
mission regulation when the Railroad 
Commission was functioning at an aver- 
age annual expenditure of $42,000, the 
total cost of the succeeding 20-year 
period has been $3,520,635.67, or, in 
round numbers, $176,000 a year. In 
this amount is included the cost of the 
operation, over a six-year period, of the 
Bureau of Investigation which was fi- 
nanced from another fund. To exclude 
this would bring the average yearly cost 
down to $160,000. If the averages are 
calculated for each of the major five- 
year periods, we find an average yearly 























Taste J. THe Capiratization, INVESTMENT AND INTRASTATE Gross EARNINGS OF 
,’ 
THE Pusiic Urititi1eEs AND RAILROADS UNDER THE COMMISSION’S JURISDICTION.* 
No. of No. of Customers Intrastate 
Type of Utility Companies} __ or Service Rende: Capitalizationt Investment ¢t | Gross Earnings 
Total 1,040 $8,135,255,148.52 |$9,296,117,813.03 |$743,372,857.36 
Steam Railroads..........:. 93 28,485,917 pass. $6,356,259, 107.69 |$6,821,900,819.31 |$384,457,690.00 
273,752,776 tons 

Street & Suburban R. Rs..... 17 540, 805,595 pass. 140, 317,099.00 163,935,043-89 | 36,456,433.99 
Electric Interurban Rys...... 43 84,872,813 pass. 85,461, 102.28 127,407,973 .00 15,335 .66% .96 
Depot Companies........... 6 61,878, 100.00 85,989,705 .92 2,919,074.71 

Sleeping Car Company....... I 120, 150,000.00 255,208,784.12 405,552.00 
Express Company........... I 32,900,000 .00 52,135,571 .38 1,717,998 .00 
Water Trans. ae. a 4 2,285,300.00 4,898,625 .65 224,755 -44 
Telegraph Companies. . Ee 3 210,446,177.91 310, 322,134.25 1,033, 182.49 
Messenger & Signal Cos...... 8 480, 408 .49 1,114,553 -12 886, 267 .o8 
Heating & Cooling Cos.}..... 7 2,927 customers 2,146,506.30 1,870,523 .36 258,970.12 
Pipe Line Companies........ 4 13,581 31,135,000.00 69,322,675 .66 1,201, 782.27 
Motor Trans. Cos.§. . man 254 28,029,225 p my KvatteveEltudhée.. U: 4aeeeeerans 19,338,004 .63 
lectric Companies.......... 101 1,439,717 customers 619,271,500.73 650, 449,959.45 | 131,178,969.44 
Natural Gas Companies...... 89 1,385, 801 252,730, 284.63 461,778,452.81 | 136,900,753 .64 
Artifical Gas Companies... .. 14 38,357 Be 6,191,172 .65 15,119,893 .67 2,176,707 .64 

Water Works we YT pe 38 57,051 11,545,400.95 15,282, 403.50 2,209, . 
Telephone Cos. A 127 930,138 subscribers 200, 867,773.14 256,779,114.28 65, 832,184.20 
Telephone Co. D............ 228 28,543 1,190,214.75 2,601,579.66 739,269.07 




















*Ohio Public Utilities Commission Report, 19. 
tTota! cor sonia | capitalization and javeutunnst ‘included. 
() 


tIncludes 


§Figures are for motor bus only. 


ur electric utilities giving heating service, not included in last three figures. 


ee Ae HARES: 
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cost during the period from IgII to 
1915 of $95,000; from 1916 to 1920, 
$162,000; from 1921 to 1925, $170,000; 
and from 1926 to 1930, again excluding 
the Bureau of Investigation, $222,000. 

The Bureau of Investigation, which is 
the division of the Commission respon- 
sible for supervising motor transporta- 
tion companies, as well as its field in- 
vestigating force, is financed by appro- 
priations made by the General Assembly 
from the “‘state maintenance and repair” 
fund. The fund has ranged in amount 
from $100,000 to over $300,000 a year. 
The average yearly costs of the Bureau 
have been $55,000 

For 1930 the combined expenses of 
the Commission and the Bureau of In- 
vestigation were approximately 35 /1000 
of 1% of the intrastate gross earnings of 
the utilities. Table II gives a summary 
of the disbursements made by the ad- 
ministrative commissions for their en- 
tire existence, for each of the five-year 
periods and for the four years of the Rail- 
road Commission. 


Quantitative Analysis of the Commission's 
Dockets 


A quantitative measure of the results 
of commission regulation in Ohio may 
be obtained by an analysis of its dockets. 
These are the devices by means of which 
the Commission is able to keep a record 
of the complaints and cases filed with it 
for consideration. The statutes merely 
require that a record be kept. The sys- 
tem employed at any time is wholly 
within the discretion of the Commission. 

The Ohio Commission and its prede- 
cessors have always used for recording 
their formal proceedings a Formal Docket 
which still carries the great majority of 
these cases. However, from time to 
time, special dockets have been begun 
to record certain types of formal cases. 
In 1913 a docket for administrative 
orders was started. These orders as a 
rule are concerned with matters of gen- 
eral application to all utilities, or to 
those of a particular type. They in- 
clude rules and regulations for procedure 
before the Commission, safety rules for 
































Tas_e II. Summary oF THE DISBURSEMENTS OF THE Pus.ic UTILITIES CoMMISSION 
AND ITS PREDECESSORS FoR Five Mayor PERiops FROM 1906 
TO 1930 INcLUSIVE.* 
_, Total Major Periods 
Disbursements 
Expenses Nov. 15, 1906 | Nov. 15, 1906 | Nov. 15, 1910| July 1, 1915 | July 1, 1920 | July 1, 1925 
to to to to to to 
Dec. 31, 1930 |Nov. 14, 1910t| June 30, 1915 | June 30, 1920 | June 30, 1925 | June 30, 1930 
General 
Personnel—salaries and wages.| $1,936,184.14 | $ 97,723.20 | $235,787.37 | $441,225.49 | $419,303.66 $742,144.42 
Maintenance Mah we eawaeance ke 438, 860.87 71,427.44 168,727.07 79,750.16 60, 863 .80 113,549.36 
Equipment................. 16,220.45 249.97 7,730.19 5,704.60 1,404.69 ‘I, 131.00 
Mca G Wicscagsctmecae $2,509,362.04 | $169,400.61 | $474,884.13 | $526,680.25 | $481,572.17 $856,824.88 
Valuation 
Personnel—salaries and wages.| $ 705,811.09 | ........... | cecececeece $241,425.05 | $260,479.29 | $ 203,906.75 
Maintenance................ oS ee naree ae 41,851.13 64,939.54 50, 165 .80 
Equipment................. AIMED Fs 6 siviecicge- | asace't c6ees 972.43 625 .93 394.61 
RR eee DB Re ako ial sec owew geen $284,157.61 | $325,957.81 | $ 254,467.16 
Bureau of Investigation 
Eepennel—cainries mret-wrneeh | @. 960,080 60 hi ci cee | oc ce cceese | ccbcceeccde $ 24,345.46§) $ 217,514.46 
Maintenance................ MEE a ycpca's slosh aly 15 Ao Soba nice SO Oona homttae 16,895.95 56,834.48 
Equipment... Piwcaeesepecusaee En Serenon nett Mra orerrrn Arradierie: oir. 485 .13 
I «busi cine 060: vu-aue a ecenee EE EE RE! EE SET, See eo OREM, $41,241.41 $274,833.07 
Grand Total .............. $3,690,036.18 | $169,400.61 | $474,884.13 | $810,837.86 | $848,858.32 | $1,386,055 .26 























*Ohio Public Utilities "aga Reports, 1906-1931 inclusive. 


Railroad Commission onl: 


Valuation costs included a General Expenses for last two years. 


iT wo years only. 
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the operation of motor transportation 
companies, and other similar matters. 
To the close of 1930, 115 administrative 
orders were issued by the Public Utilities 
Commission. 

In 1914 the practice of numbering, or 
docketing, informal complaints was be- 
gun by the Rates and Service Depart- 
ment of the Commission. Only those 
complaints were numbered which gave 
some indication that they might de- 
velop into formal complaints. All cor- 
respondence concerning the complaint is 
then filed under this number. If a field 
investigation is required, the complaint 
is referred to the Bureau of Investiga- 
tion. The docket is neither incorporated 
in the Commission’s annual report nor 
recorded in a journal similar to that in 
which the formal cases are entered. 
However, a brief examination of the 
Commission’s office files shows more 
than 18,000 such complaints entered 
upon this docket to April, 1933. 

In 1915 an Investigation and Suspen- 
sion Docket was begun by the Commis- 
sion for recording certain railroad and, 
since 1923, motor transportation com- 
pany, cases. Whenever a railroad or 
motor transportation company makes a 
change in its rate or service schedules, 
the Commission has the authority to 
suspend the effective date of such change 
during the pendency of an investigation 
but for not more than 120 days. If an 
investigation and suspension are ordered 
by the Commission, the case is docketed 
on the IJ. & S. Docket. From Ig15 
through 1930 these cases numbered 132. 

Applications by utilities for increases 
in rates have been entered on the Ad- 
vanced Utility Rate Proceedings Docket 
since 1920. Although the more impor- 
tant cases recorded on this docket are 
presented in full in the annual reports of 
the Commission, in other cases the rec- 
ord is very meager or is altogether lack- 
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ing. It has not been possible, therefore, 
to make a complete analysis of the 341 
cases entered between 1920 and 1930 
inclusive. 

For the 193 formal rate cases for 
which records were available to the 
writer, the decisions, classified by the 
type of utility and by the character of 
their disposition, were as follows: 


























to-,| De: | aoa. | ee] Sa 
P- I~ wo 
‘Type of | Total | proved} nied | fied haut. by 
tility ment | Com- 
pany 
Total..... 193 100 14 15 32 32 
.. 96 65 5 4 10 12 
Danes 47 20 3 8 12 
Netural Gas.| 30 3 I 7 13 
Artificial Gas} 4 eR cadawakes auiteeeaeee I 
Water e-4 15 8 My fecwcsxe I I 
eating..... I D Wiswtodiecevae thee dcecalsnvecee 











In 1923 the Commission’s jurisdiction 
was extended to include motor trans- 
portation companies. One of the most 
important functions of the Commission 
in regard to these companies is its con- 
trol over their entrance into the market 
through the issuance of certificates of 
convenience and necessity. From the 
very beginning the Commission began 
docketing these applications for cer- 
tificates on a special Bus Docket. By 
April, 1933, 5,846 such cases had been 
entered on this docket. A comparison 
at two recent dates shows the various 
types of transport involved and the 
number of each: 





Certificates in force September 15, 1930............... 1,777 
Pd ov cccssevdecseedoueaversieenécene 319 
ae ne per tig an a Bick cdneceedteseeees 281 

Irregular-rou Certificates. .....cccccccccccee 1,t 

Certificates in force January 1, 1932..........-2++eeeee my 

Intrastate certi we Ree e rev eNPehieee Kir eceianades 1,504 
Bus certifica’  tsight cert seeiunevsascevevewede 232 
Regular-route t OE aa Vora 22 

hee per oe ight certificates. ................ inee 
MOUTERES COPETROREED. 0.0.0. cc cccccccscvcccesccvcesteee 
Bus certifica Baska sstebsasscvstestnerectshens “= 
Tease reight ce BUBB. ccccccccccocccces 12 
Irregular-route freight certificates. ................ és 


All other formal cases involving motor 
transportation companies have been 
entered on the Formal Docket. 

The Formal Docket contains the 
greatest number of the formal proceed- 
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ings conducted by the Commission and 
embraces cases involving all types of 
utilities under its jurisdiction and almost 
all types of cases. When each of the 
commissions was organized, it started a 
Formal Docket of its own, although it 
was required to hear and decide all 
cases filed and pending before its prede- 
cessor. The Railroad Commission dur- 
ing its existence from November, 1906 
to July, 1911 entered 139 cases upon its 
Formal Docket. The nature and dis- 
position of the 122 for which it was pos- 
sible to find decisions were as follows: 














Mis- 
Year | Total) Serv-|Rates|Claims} cel | Granted; De- |Settled 
ice lane- nied 

ous 
Total.| 122 | 57/| 33 10 | 22 51 31 40° 
1906 20 13 ere 2 8 5 7 
1907 17 9 S howveses 2 3 3 Ir 
1908 22 Ir ae ay ee 4 10 | 5 
1909 25 11 6 1 7 Ir 6 8 
1910 38] 13 9 9 7 19 | 10 9 


























During the 20-year period from the 
organization of the Public Service Com- 
mission in Ig11 to the end of 1930, 7,387 
cases were filed on the Formal Dockets 
of the two commissions. Of these, 620 
were filed before the Public Service 
Commission and 6,767 before the Public 
Utilities Commission. The records for 
these cases were examined and the data 
that were obtained have been classified 
and summarized in a number of tables. 
To make the broader trends more easily 
recognizable the 20 years covered were 
divided into four five-year periods. 

Table III classifies the cases filed on 
the Formal Docket of the commissions 
into 13 major types and shows the dis- 
tribution of the cases over the four 
major time intervals. Table IV shows 
how the major types of cases have been 
disposed of by the Commission. The 
discrepancy in the total cases shown on 
these two tables and the two which fol- 
low arise because in some instances 
cases are filed which concern more than 


one matter and are therefore counted 
more than once. Table V indicates the 
distribution of the major types of cases 
among the seven major types of utilities, 
Taste III. Mayor Types or Cases FILep ON THE 
Format Docket oF THE Pus.ic Utiuities Com- 


MISSION FOR Four Major PERIoDs FROM IQII 
TO 1930 INcCLUSIVE* 

















Total Major Periods 
; Cases 
Major Types of Cases I9Ir | 1911 | 1916 | 1921 | 1926 
to to to to to 
1930 | 1915 | 1920 | 1925 | 1930 
| era 8,179 |1,386 |1,427 |1,872 |3,494 
Security issues........... 2,232 444 556 | 623 | 609 
Service, complaints...... 351 93 84 112 62 
Sales, leases, consolida- 
tions, etc...........66- 2,696 | 202 273 | 593 |1,628 
Reparation claims....... 248 119 89 12 28 
Rate increasest.......... 20 2 ; i He 1" 
Rate decreases.......... 213 1 E lessoee 211 
Rate complaints......... 430 136 87 76 131 
Rate appeals from munici- 
pal ordinances......... 175 33 45 65 32 
Physical connections and 
interchange of service. .| 225 129 85 7 4 
Certificates of convenience 
and necessity{......... 68 13 8 27 20 
Abandonments.......... 547 2 76 204 265 
Citations............... SOR. diss cbtas cures 9 114 
Miscellaneous........... 851 212 116 144 379 




















Pe ll Public Utilities Commission Reports, 1911-1931 
m Ly 1920 these cases have been docketed in the A. U. R. P. 
t Applications by motor transportation companies entered 
on a Bus Docket. 
and their distribution among the four 
major time periods. Table VI discloses 
the approximate time which elapsed 
between the filing of a case and its final 
disposition. A case was considered dis- 
posed of when a final entry was made 
upon the journal of the Commission, 
even though supplementary or modifying 
orders were issued at a later time. 

The classification under which the 
largest number of cases were filed is sales, 
with security issues a close second. The 
reason for the large number of applica- 
tions for approvals of sales appears in 
Table V, in the predominance of applica- 
tions for the sale of motor transportation 
companies. These account almost alone 
for the increase in the total number of 
cases filed with the Commission in the 
period from 1926 to 1930 over the earlier 
periods, and similarly the smaller in- 
crease in the period from 1921 to 1925. 
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The smaller. and steadier increase in , 
applications for the approval of security: 
issues is also accounted for in part by the 
extension of the Commission’s jurisdic- 
tion over the moter transportation com- 
panies. The electric companies have 
also been increasingly active in this 
respect, while the railroads, probably 
because of the Transportation Act of 
1920, have shown a steady decrease in 
security applications. 

The small number of rate-increase 
cases filed is attributable to the inaugu- 
ration of the Advanced Utility Rate 
Proceedings Docket in 1920. Ten of 
the 20 cases involved small telephone 
companies asking for rate increases to 
reflect the increased service resulting 
from consolidations. Eight of the other 
1o involved railroads. The applications 
for rate decreases are shown by Table V 
to be almost solely for electric utilities. 
These all occurred during the last two of 
the 20 years being studied. 

The almost complete disappearance of 
applications for approval of contracts 
for physical connections and interchange 
of service is evidence of the virtual com- 
pletion of the era of telephone consolida- 
tions. Almost all these cases involved 
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the telephone companies and came dur- 


_ing the first 10 years and before the con- 


solidation, which resulted in the forma- 
tion of the Ohio Bell Telephone Com- 
pany, had been completed. The increase 
in applications for abandonment of 
service were predominantly concerned 
with the railroads. This is explained 
by two developments which have ap- 
peared in recent years: (1) the large 
number of abandonments of stations 
and passenger trains by steam railroads; 
and (2) by the increasing number of 
electric interurban railroads which have 
ceased operations. The citations were 
almost all entered against motor opera- 
tors, either because of a failure to make 
an annual report to the Commission, or 
to show cause why they should not be 
considered a motor transportation com- 
pany subject to regulation by the Com- 
mission. 

As is shown in Table IV, 70% of the 
cases filed with the Commission were 
approved or granted and 16% were dis- 
missed cr denied.. The other 14% are 
accounted for by all other types of dis- 
position entered by the Commission. 
Ninety three per cent of the applications 
for security issues were approved and 


TasLe IV. Disposition or THE Major Types or Cases FILED ON THE FORMAL 
Docket oF THE Pus ic UTiLit1Es Commission 
FROM IQII TO 1930 INCLUSIVE.* 












































Major Types of Cases 
Certifi- 
Disposition Total Physi-| cates 
of the Cases Cases} Se- | Serv- | Sales,| Repa-| Rate | Rate | Rate | Rate | cal jofCon-/ Aban- Mis- 
curity | ice j|Leases,| ration} In- De- | Com-} Ap- | Con-/| ven- | don | Cita-| cel- 
Issues| Com-| etc. |Clai eases| plaints} peals | nec- | ience | ment | tion | lane- 
plaints} tion | and ous 
Neces- 
sity 
TO. oc cciceicers 8,200 |2,254 351 |2,692 237 21 212 440 173 226 68 547 123 856 
Approved or Seen. “|S 748 |2,087 |...... 2,463T|...... 6 210 |...... 2 201 7 | 398]...... 374 
Relief Granted. . ME Bacscas Ph tewtecs GER ciiwcdfoussc as Pd a As Pe Sree. Sa Sipe 
New Rates Ordered. We locicasbecevccleseecsiosandatacoccalepesoocttoages See AN AG ee | eee 
Settled by Agreement ‘of 
the Parties.......... , | eee g ee ees 59 SE Pe Sra eres homer 
Dismissed or Denied... .|1,338 122 130 165 103 14 I 198 17 23 22 ae 411 
Voided—No Prosecution 347 45 54 64 5 1 I 54 28 2 5 Bihicases 7 
All Others............. 9 OP Se Pe es APs Me Ae Mme, Pea Sel SS ere COE Bestese 
































sohio Public Utilities Commission Reports, 1911-1931 inclusive. 





Po cele twice. 


's of motor transportation company certificates of which many also involved the sale of property and were 
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Taste V. Mayor Types or Cases Fi,ep on THE ForMAL Docket oF THE Pustic 
Urti.ities Commission, BY Type or Utitiry anpD Major Perron, 
FROM I9II TO 1930 INCLUSIVE.* 




































































Major Periods Major Types of Cases 
UJ 
g | 
Fiala g s | af 
of Total g| a] a EI 2 : of "i 
ity Cases} 1911 | 1916 | 1921 | 1926|| 5 a 5 | O a g 3S a 3 
to | to | to | to a) 6 FI | S | g4| g 3 
1915 | 1920] 1925 | 1930 rs io) 3 & 8 =z | ae A a 3 
yal el al al ald] digela laig 
E : é 3 a g £/2/s 
Sialelelelel ela [ssl 2/55 
a 7,387|1,341|1,424|1,830|2,792//2,232] 351|2,696) 248 20} 213) 430) 175| 225 68] 547] 123] 851 
Railroad....... 1,966] 523) 495) 453) 495/| 558] 155 58| 246 a 186}..... ee 473 5| 265 
Telephone...... 1,329] 393) 391] 277| 268]| 464 7O| 400)..... 10 2 59 2| 214 24 22 1] 141 
Electric........ 1,661) 218) 324) 507| 612/| 641 40| 465 Bissses 201; 112 62 2 I 10 2) 139 
NS ates ace bv a 562) 151) 152) 4118) 441 156 43) %448]..... I 7 47 Toles csclocoss 35 I 7 
Motor Transport}1,638).....|..... 419|1,219|| 304 34/1, 586).....].-...}e-0-- 11 BRR 43 3| 113] 214 
SP 173 38] 41 49| 45 93 7 7 Ee 1 I 7 29 ar 1 1} 19 
Miscellaneous... 58 18 a1 7 12 16 2 pier, Aen 2 RES. peer 3}. 6 











*Ohio Public Utilities Commission Reports, 1911-1931 inclusive. 


91% of the applications for approval of 
sales. The opposite trend is apparent in 
reparation claims, rate complaints, and 
service complaints. In these cases 
approximately 45% were dismissed or 
not prosecuted by the complainants. 
Approximately 25%, 30%, and 22% re- 
spectively of the remainder were settled 
by agreement of the parties. This is 
probably accounted for by the nature of 
the cases. Usually, if there is any show- 
ing of reasonableness in a claim or com- 
plaint, the utilities make an effort to 
arrive at a satisfactory adjustment. The 
cases which reach the Commission are, 
therefore, usually questionable in their 
merits to begin with. 

Table V has been commented on in 
part above. A few additional trends are 
worthy of notice. The mushroom-like 
growth of motor transportation company 
cases, especially those involving sales, 
and the gradual increase in electric 
utility applications are interesting. The 
latter is about equally divided between 
rate decreases, sales, and security issues. 
While the motor transportation com- 
pany and electric utility cases have been 
increasing, the telephone cases have 
been decreasing. This is attributable to 


the more consolidated position of the 
industry in recent years. After 1920 
the consolidation era of the telephone 
companies was about over. Many small 
companies and mutuals still remain, 
but the larger ones have almost all been 
consolidated into a few groups. The 
largest single company is the Ohio Bell 
Telephone Company, and the dominance 
of the Bell interests is even more com- 
plete when one includes the large and 
separately organized Cincinnati & Sub- 
urban Bell Telephone Company. 


Table VI shows that 72% of the cases 
filed are disposed of within the first 
three months and 86% within the first 
six months. Of the 72% decided in the 
first three months after filing, orders 
were entered in 25% of the cases during 
the same month; 30% during the next 
month; and 17% during the following 
month. These percentages apply to 
all types of utilities about equally, except 
for the larger number of motor trans- 
portation company cases decided within 
the month following their filing, and 
the larger percentage of cases running 
for more than a year involving the tele- 
phone and electric utilities. The many 
telephone cases which are continued for 








\| 
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c Taste VI. Time Lapse BEFORE THE DisposAt oF CASES FILED ON THE ForRMAL Docket 
oF THE Pusuic Urizities Commission, BY Type or Utitity anp Major Periop, 
FROM IQII TO 1930 INCLUSIVE.* 

































































ones Major Periods Time Lapse before Disposition of Case 
Type of Utility Cases cS More 

I9It 1916 1921 1926 Same | First | Second| First | Sixth | Ninth | One 

to to to to Month | Month} Month| Three | Month| Month; Year | One 

1915 1920 | 1925 1930 Months Year 
H er 7,387 | 1,341 | 1,424 | 1,830 | 2,792 1,887 | 2,248 | 1,193 | 5,328 | 1,060 363 188 449 
sg  @ Railroad....... I, 523 495 453 495 444 478 333 | 1,255 383 114 66 148 
3 Telephone...... 153298] 393 391 277 268 356 353 170 879 194 99 56 102 
8 lectric........ 1,661 218 324 507 612 557 575 225°| 1,357 145 56 23 78 
GMB. . ccc cccccs 562 151 152 118 141 16% 15! 82 394 69 21 Ir 68 
= Motor Transport} 1,638 | ..... | ..... 419 | 1,219 299 622 361 | 1,282 246 66 26 18 
apt Ee. amd be 0% 173 38 41 49 45 48 53 18 119 17 5 6 25 
851 Miscellaneous... . 58 18 aI 7 12 22 16 4 42 6 Cy) 10 
pe *Ohio Public Utilities Commission Reports, 1911-1931 inclusive. 
139 . ee . ° 
k. more than a year are explained by the A critical appraisal of the Commis- 
19 statutory requirement that a valuation §sion’s regulation will be presented in 
a must ‘be made before the rates can be Part II of this article. After setting 

approved to apply to consolidated com- up a standard, based upon the weight of 

he panies. Valuations also explain those court decisions and the opinions of au- 
20 involving the electric and gas utilities. thorities on public utility regulation, the 
ne Valuations are always time consuming. position of the Ohio Commission as 
ill This quantitative analysis of the Com- shown by its published opinions will be 
n, mission’s work indicates a reasonable compared with this standard. On this 
n promptness in the handling of the ma- basis the regulatory policies of the Ohio 
1e jority of cases. A comparison with the Public Utilities Commission will be 
I study made by Burke for Maryland appraised. 
3e shows a considerable degree of similarity - 
> between the two states in these re- *¢ Burke, H. C., The Public Service Commission of 
d spects.”° Maryland (Baltimore: John Hopkins Press, 1932). 
)- 
S 
st 
st 
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MUNICIPALLY OWNED ESTABLISHMENTS WHICH WERE IN EXISTENCE. IN THE 


UNITED STATES ON DECEMBER 31, 1932, AND WHICH WERE ~ 


PURCHASING ALL CURRENT DISTRIBUTED 
ON DECEMBER 31, 1930 


Compiled by Paul Jerome Raver from the Records of the Institute for Economic Research 
(See footnotes and additional data on the Generating Plant list at the end of the table) 








KEY 


P—purchasing all of current distributed i ‘ 
Pr.—municipal ownership replaced private ownership at date of origin 
S—steam engine at date of origin _ 
S. T.—steam turbine at date of origin 
O—oil engine at date of origin 
G—gas engine at date of origin / - 
I—other types of internal combustion engine at date of origin 


W—hydro-electric establishment at date of origin 


1. Example: Alexander City, Ala 


nD 


EXPLANATORY NOTES 


changed in 1906 from private to 


municipal ownership, using a steam engine, and in 1925 changed to 


purchasing all of output. 


. Municipal establishments which were generating part and pure! 


part of output on December 31, 1930 were included in the list of 
Municipal Generating Plants published in the August, 1933 issue of 


the Journal, pp. 306-313. 



























Date of Origin Date of Origin Date of Origin 
Town and Status at Town and Status at Town and Status at 
Date of Origin Date of Origin te of Origin 
laboma Con | Georgia—Cont'd. 
Alexander City_--.----- | Pr.-1906-8 eae | p 1903-8, W — BAPE EE Pin 
1925 “1920 TI Sncnin-nsenue 1911-8 
Athens........- monéeen 1897-8 Jewett City.........-.. | Pr.-1902-S : hans 
. 1929 5 ae |  P-1907 sent Seen eres” P-1926 
INS Sou tonnaks wo 0UC<Cr—<“‘cHO;*‘*#;:SC*C*~wC;:*:*:;:*C‘CS Some! =......--.. 2k. I 
P-1928 SS re 1894-S ’ P-1916 
Hartford..........---- pert saat | Pergi8 Monticello___..._...--- Pret 
“19 ew Biccccceccee-| =1922 191 
Sebeeiie.. 3555. f 1899-S 8 EET | > 1893-S Ae eee 1 3 
“1924 | 1927 P-192 
OO EE TET P-1917 i | OWNER... <--..22-242. aa 
NS 1905-5 | ee P-1931 P-1914 
P-1926 Jacksonville Beach 1915-0 Norcross. ....__-.-.-.- 1 
Naess ck cn. dde Pr.-1911-S . | | eee | _P-1927 LO SRE P-1913 
; P-1927 OS eS Pr.-1920-S i eee P-1924 
Se 191 3 is eis pant Ra Te ‘ i 
-191 ee - 1 
Sylacauga.......-.---- . 1908-£ South Jacksonville-_.._- a oe ee 1909-8 
| s | “1922 Pp- 
Wielbcaicisnsieccciossl aa Georgia on Thomaston......... me I 
: P-1917 Peo sacuwaunas 1907-5 a ei, P-1917 
Arisns hea ani ae " West Point............ “sf 
BAB c cwcccccccccccces Pe1Q) thntbnebwieenmen 1908-5 '- 
Williams! ..........-.- Pr-apr7-8 | P. Whigham od 
Pe P-1928 | Sey aoe” P-1927 
(None) Barnesville... ........... ; 1897-S P-1915 - 
“1911 6- 
California Bibb City........---.- P-1931 Pome 
eee 1887-5 Blakely - - - | . i -1Q1T 
CS Brinson. | “ee post 
Banning Buford P-1916 ; Prior to 1921-S 
Bie * eonaaee Calhou . i P-1gat 
urban “191 he 
Caen. Saar We nectous coatews: a cme 
jlendale -1920 P- 
Gridley Cartersville...........- I hous 
Healdsburg P-1916 1903-S 
College Park...._....-- P-1917 P-1910 
em ESSE See eee Commerce.-...-.-.---- 2 1916-S P-1920 
MPO . ~1923 
Redding ae ATR Covington............. 1899-8 
PE iccccscecuzcns P-1896 P-1916 P-1917 
m 1901-8 ES. . 1912-8 P-1913 
“1914 “1924 S) 
a P-1912 Eee 1910-8 nee 
Senta Clara............ 1896-8 P-1916 P-1917 
1908 ae P-1912 LEIS aera 1913-5 
ne nal eee | — P-1928 ne 1899-8 P-1917 
OS Pr.-1899-S : P-1913 NMS 6 once Seces 1 
| P-1907 ( irantville cence al coees P-1913 P-1922 
sR aes ‘ 1895-S Hanover P-1914 
ones ee. ec cccn “pens I “ "Ts 
P-1931 Hogansville.___....__.- Pr.-1915-S 4a P-1915 
1922 P Senhie ia MRE oo sana . I 
I See 1917 -1920 
P-1915 CS EEE, Pr.-1900-S Mt. Clive... ....... 1894-S 
191 “1914 P-1926 
power LaGrange..........--- hanet Naperville............. . 1889-S 
“1931 “1922 1925 
P-1922 Laurenceville.- -___...- Pr.-1903-S | Ne ene Prrgrs 
P-1916 P-1914 | P1913 
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Date of Origin Date of Origin Date of Origin 
Town and Status at Town and Status at Town and Status at 
Date of Origin Date of Date of Origi 
IUinois—Cont’d. ; Towa 
Riverton....-..-----.- 1902-5 Fs 5 occaceecudn 1894-S P-1922 
P-1913 M P-1913 1919-0 
Rock Falls........----- 1895-S Alta Vista............- F-1915 P-1926 
P1924 Anthon..............- 1917-G P-1921 
St. Charies_.........-- I : P-1923 P-1922 
|  P-1935 Aplington.......-..-.- 1913-0 P-1920 
Sawyerville.......-.--- P-1910 P-1920 P-1922 
GUNMEN os cao cuc- ss 1898-S Auburn P-1914 1914-5 
P-1927 P-1916 P-1917 
White City. ......-...- P-1916 P-1913 MT i iaivcascanenus P-1912 
Williamson. .......---- P-1931 1921-0 Blue Mound.-....-..-- Pr.-1910-O 
P-1924 P1925 
Indiana 1915-0 P-1920 
Advance......---.-.-- Pome. P. = 
Mb asndecneccacecss 1 
. pat P-1914 
RNR ic cinnctcnins Pr.-1891-5 1 
P1927 P-1912 x 
P-1913 Chapman......-.....-- Pr.-1915-G, W 
P-1914 P-1916 
P-1922 Cimarron...........-.- 300-0 
1927 
Coats P-1920 
Y P-1915 
P-1914 
1913-G 
P-1917 
P-1927 
Sen 
1923 
Pr.-1900-W 
P-1914 
P-1917 
P-1926 
P-1918 
1913-5 
P-1917 
bag ene-eenne=--e- P-1916 
Ferdinand. Freese 
FO iscccnccscases Goff 
oS 
Guttenberg... ......--- P-1916 
Hagerstown.......-.--- 1 Mess iin Sowa aaaie P-1922 
P-1922 eae 1915-1 
Jamestown... _...----- P-1915 P-1917 
Knightstown_..-.....-- Pr.-1902-S Imogene___.-..-..----- P-1918 
P-1927 | ee P-1912 
TE nicks ssaasnee 191 Lake View._....------- P-1914 
P-1918 PS * ae 1 
Lawrenceburg... -...--- Pr.-1902-S P-1910 
matt P-1923 Le eee nee P-1921 
Lewisville. -.-.-.-.---- P-1917 Little Sioux_-_-----_-_- 1923-0 
i ee ee Pr.-1901-8 P-1924 
Kiskeis eee Livermore A TORO P-1914 
Middletown...----...| _Pargrr a ---- noe 
Mishawaka.........--. Pr.-1895-5, W ci psa tnlee —. 
. Kegon | Milne nce P 
Mei ps dl Oe sees 1908-8 
P1918 : “1913 
1907-8 i a ae -1916 
ane | ER ' 1915-G, W 
P-191 1921 
te. H eee P-1916 Mount Hope---.-..---- P-1927 
P-1922 Pilot Mound _...._-..- P-1908 Mulberry.......-.----- 1913-5 
P-1923 Pocahontas... ...-...--- 1912-G 
P-1923 P-1916 
P-1910 | Prepiet.......2......<.. P-1913 
1898-5 Randolph- -----.------ P-1916 
P-1932 ROMOON:...........-..- P-1931 
P-1913 Redfield___.........--- P-1915 
P-1910 Rembrandt__...-..---- P-1916 
P-1918 Roland. ........--.---- P-1912 
P-1923 | eae P-1912 
Pr.-1901-5 Sargent Bluff... ....--- P-1915 
P-1926 Stratford. ........-.--- P-1926 
1898-8 Tennant_.........--.-- P-1926 
P-1925 Urbana..............- P-1914 
1906-8 Wall Lake__.......---- 1915 
P-1914 Westfield..........-..- P-1922 
Waynetown._...._--.-- P-1914 West Point.........---- »2 
Williamsport... ------- Pr.-1895-S P P-1920 
P-1921 Winthrop. .......----- 1912-G 
Winamac...........--- 1898-S P-1918 
P-1923 We ascnanvenas P-1914 


























Van Buren 

















P-1895 
P-1912 
Pr.-1894-S 
P-1916 
P-1912 
1904-0 
P-1918 
1904-8 
P-1916 
P-1913 
1894-8 
P-1928 
P-1907 
P-1914 
P-1912 
P-1910 
P-1920 
P-1908 
P-1914 
ne I 
“1907 
Pr.-1894-S 
“1 
P-1911 






































Mississi 


Missouri 




















(None) 








412 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 
Date of Origin Date of Origin Date of Origin 
Town and Status at Town and Status at Town and Status at 
Date of Origin Date of Origin Date of Origin 
‘assachusetts—Cont'd. Minnesota—Cont'd 
Pr.-1898-S Westfield.............. 1 Kasson_............... 1900-S 
P-1924 Q P-1921 ‘ P-1917 
1914-G Michigan Keewatin.............- 1908-S 
1921 Alpena................ P- P-1921 
P-1928 Barage Res vctcasus ues p- Lake City........-.... 1893-S 
P-1928 Bay City.............. 1886-S p- 
P-1914 P-1927 Lake Park...._._.____. 1912-0 
P-1910 Bellevue... ..-......_- P-1921 P-1923 
M1914 Chelsea. .............. Pr.-1895-S Lees -1926 
P-1927 P-1924 Maynard... .._.. 2... P-1911 
P-1932 Croswell..........-.... Pr.-1903-S McKinley. -.....-.-_. 1 
-1922 P-1923 : P-1918 
I Re cog P-1915 Mountain Iron_________ Pr.-1912-S 
P-1920 Eaton Rapids._._..____ Pr.-1905-S 1924 
P-1909 P-1925 Nashwauk.........__. I 
P-1916 Escanaba._...........- Pr.-1895-S ee P-1910 
-1920 P-1908 Nielsville...__..___.___ 1922 
Gladstone. __.........- P 1887-S North Saint Paul______- 1903-S 
1910 
. 1 Harbor Springs.._..____ am 1 
1927 -1929 
1 Negaunee_.-...-__.__- 1898-S 
P-1923 p- 
1917-8 Newhberry............. 1892-S 
-1927 - 
1913-S Norway.....--..22..:. 1902-8 
P-1923 P-1919 
Stephenson. _____.___.. P-1913 
1921-0 Wakefield. __......_._. P-1913 
P-1927 
-1924 
P-1931 1900-S 
1903-S P-1922 
P-1927 P-1926 
1904 
P-1927 
“19 
P-1927 
1907-W 
P-1920 
Squirrel Island____..__- P-1920 
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Py Date of Origin 
Town and Status at 
Date of Origin 





8 alle j P-1926 
toutsville...........-- or 
West Plains..........-| Pr.-1904-8 
P-1913, 


Montana 
(None) 


P-1923 
1 


P-1927 
1911-G 
P-1921 
1915-S 
P-1929 
P-1916 
P-1917 
1912-1 
P-1922 
1911-0 
P-1917 
191 
P-1921 
P-1923 
1910-8 
P-1917 
1914-0 
P-1923 
I 


P-1923 
P-1923 
P-1914 
P-1917 
P-1926 
Pr.-1910-G 
P-1924 
P-1920 
P-1922 
P-1920 
P-1918 
P-1922 
P-1912 
— 
-1923 
P-1924 
Pr.-1909-S 





























burg 
Park Ridge 1904-W 
P-1919 
Seaside Heights. ....... P-1916 
New Mezico Granite Falls. ........- P-1915 
(None) Hertford. ........-.-.- Pr.-1916-S 
P-1927 
New York High Point. .........--. 1893-8 
fC es 1903-G P-1904 
P-1919 Hookertown.........-- 1919-G 
Andover........-.-...- P-1919 P-1926 








Angelica..........-...- P-1923 Huntersville. .......... P-1917 
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Date of Origin Date of Origin Date of Origin 
Town and Status at Town and Status at Town and Status at 
Date of Origin Date of Origin Date ot Origin 
North Carolina—Cont'd. Ohio—Cont'd. Oregon 
P-1908 Minster. .....-.------- I errr P-1923 
P-1917 P-1927 Canyonville_-..-.----- P-1926 
P-1914 Monroeville.........--- 1 8 Myrtle Creek. ....----- -W 
P-1915 P-1919 P-1923 
Pr.-1907-S New Bremen_--.-.----- 1907-G Pennsylvania 
P-1910 P-1920 SRS cccwacsacccssnns Pr.-1898-S 
P-1910 New Concord_.....-.--- 1910-0 d P-1919 
1904-5 P-1918 Brackenridge- --------- P-1915 
P-1915 New Knoxville... _--.-- P-1925 Catawissa.......--.--- 1896-8 
P-1915 SaaS aR ER Pr.-1892-5 : P-1919 
1897-8 P-1911 East Conemaugh------- P-1931 
P-1911 Oak Harbor... ..-.----- P-1915 Ellwood City.....----- Pr.-1899-W 
Pr.-1904-5 Pemberville....-.------ 1913-5 ; P-1904 _ 
P-1917 P-1921 Paccocsnsocaossss 1903-5 
1899-S Ee eee P-1911 P-1915 
P-1908 Plymouth... .....------ 1898-G Goldsboro--.......---- P-1917 
P-1917 P-1921 Hooversville.....------ P-1919 
1931+ Republic... ....------- P-1917 Kutztown... ......----- 1906-0 
P- ase Pr.-1916-5 : P-1927 
p- P-1924 Lewisberry - . .--------- P-1924 
P1913 Se eee P-1921 Middietown. - - --.----- 1890-5 
P-1924 St. Clairsville. ....-.--- 1890-8 pee P-1907 
P-1912 P-1915 Mifflinburg” pe aan eeees P-1910 
P-1920 SE a ee: P-1922 New Wilmington... ....- 1913-G 
Statesville. .....-.----- I Lee P-1912 P-1925 | 
P-1910 South Vienna___._----- 1912-G OTH 6505 5<5-<-00 1913-5 
Vanceboro....-..------ 1923-0 P-1915 3 : P-1921 | 
P-1928 ee P-1905 | eee See 1892-8 
Wake Forest.......---- 1907-5 Sycamore__.....------- I P-1922 
P-1916 P-1924 Smethport P-1922 
Walstonburg..-....---- P-1923 Tontogany __.-..------ P-1915 Summerhil P-1913 
Waynesville®_..._....-- P-1903 Wadsworth__......---- Pr.-1917-5 Wampum. P-1906 
P-1924 Watsontow p- 
North Dakota " Wolbridee ep eee Peigao Zelienople - P-1921 
EES eee -1925 Vapakoneta__.....---. 1893 
Hillsboro. .........---- 1 P-1922 Rhode Island 
P-1924 Westerville. .......-.-- Pre-t Harrisville_-.--.------- P-1916 | 
Ohio P-1915 Pascoag...------------ 1895-5 
Soe ete ten aes woes Will hb ad Dear = s South Carolina Bases 
CE tittadesdoncae I illoughby----.--.--.-- 1895-* ' 
P-1914 er Ream Abbeville.......-.----- Pr.-1905-8 
ee P-1908 Woodville. .....-.----- 1 ee 
Sirckaagunenem —_ tent —_ Bamberg--..-.--------- P td 
Beach City.........-.-- 1912 ellow Springs... .....-- “1910 z “1 
er 1 eee? 1896-5 — ” Bennettsville...-.------ 1903-8 
P-1923 Oklahoma - 
a eer P-1920 EE ee mee P-1918 Camden.......-------- Pr.-1915-5 
lk ieeneaeeseene 1904-5 Amorita. P-1923 oo P-1923 | 
P-1920 Braman P-1926 Clinton. ......----.--- 1906-5 
Te EEE Ee P-1913 Byron_._-.- P-1922 P-1925 
OS EEA 1897 Cashion_..- P-1922 Donalds dlietaietaiietaiee P-1920 
P-1922 Copan... -- P-1931 Due West-...--------- P-1920 
Columbiana - . - --.----- 1895-S Crescent - P-1921 Easley - -.-.----------- 1910-S 
P-1921 P-1926 . : P-1912 _ 
Cuyahoga Falls........| Pret Edmond. pier Gaffney. .-.--.-------- v ee 
1920 5 = be | 
Cygnet P-1916 Eldorado. -- P1922 Georgetown...-.-.----- Prewgar6 T 
Eldorado “1912 Frederick... Pr.-1917-8 “ “1927 
Elmore..-. P-1911 P-1924 Greenwood -.....------ 1898-8 
Georgetown_.-- pee  @e...:.-.-:.-..-.. P-1921 G P-1926 
P-1925 ee: 1916-G reer..-.-.----------- 1912-5 
Glouster 1908-5 P-1922 Sieliead P-1922 
P-1917 Granite. .....--------- 1909-5 enkinsville-.---------- - z 
Greenwich.......------ n 1 . Rows UFEDS-.-----------~- n i 
“1922 Ingerso! Vo baucesenesca “1914 - a ics 
Hamersville.......----- P-1913 Lambert...----------- P-1931 ao we agg wrerernenene P-1926 | 
0 Se P-1917 Lexington.....------.- P-1915 ewberry.--.--.------ 1897-8 
ee P-1919 Manchester --_.-------- P-1922 Ninety-Si P-1915 
See P-1914 Manitou. ....---.----- 1923-G Inety-SIx_....-------- P-1916 | 
Hubbard. ..-.--------- 1895-5 P-1925 Orangeburg-....--.---- Pr.-1899-S 
P-1916 SE eee P-1931 P-1927 
Se eee 1911-G Mooreland---..-...--- P-1916 P-1920 
P-1920 Gis ttecccccescess P-1923 P-rg1r 
GS. oc. concnae P-1917 Pawnee......--------- 1908-S 1909-5 
PIE Maciek kcacdwenéa 1901 P-1903 P-1918 _ 
P-1924 Pond Creek_-..-.------ 1909-S 1899-5 
ein cccdcasdsicesie 1903-5 P-1924 P-1920 
P-1926 Ros cc ccinouen 1920-5 P-1915 — 
Jackson Center_..-..... P-1920 P-1918 1902-5 
OS P-1916 ee re - P-1915 
Leroy....------------- ¥ Supply..---.---------- P-1924 
Liberty Center... .....- P-1915 vumseh......------- 1 p- , 
Lowellville_.....---.-.- 1 P-1911 Pr.-1913-5, O 
P-1915 Watonga.....--------- 1905-S P-1924 P 
a eee P-1920 P-1920 P- 
Marsballville........-.. P-1910 Weleetka......-------- P-1922 P-1923 
DET. de cedthccobacoce 1 Wynnewood... ....----- 1900-S Pr.-1921-S 
t P-1915 ei P-1923 P-1922 
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‘ Date of Origin Date of Origin Date of 
Town and Status at Town and Status at Town and Status at 
Date of Origin Date of Origin Date of 
South Dakota—Cont'd. Washington Wi i ‘ont'd. 
|" Qa nee rae P-1921 ME Gaia seueine Pr.-1908-S Mazomanie--__.......-- 1894-5 
Jefferson.....--...-..- P-1917 P-1913 P-1916 
eI P-1923 Cashmere.............}  P-1910 Middleton.............} P-1914 
Spencer.._.......-_.. » P-1922 Cheney............... P-1931 Monticello_.........-.- 1904-5 
| CEES TEESE P-1922 Chewelah RES 1908-W P-1921 
Wakonda.........-.... Pr. 1922-0 P-1916 
1928 Eatonville_...........- P-1913 
Ten —_— — Seed wescatincoein P-1921 
DANONE 6 oon once seks a crt Angeies........... —_— 
‘ “1921 ancy he Sees Pee p- 
Springfield... Pr-1904-8 ee te fleue 
1924 
Tullahoma............- Pr.-1902-S W aterville.......-..-.- prs 
P-rg15 West Virginia 
DUIS oan ncccdsunce P-1925 
Wisconsin 
Algoma. --........--..- 1904-5 
P-1926 
Belmont-.........-.--- 1907-8 
P-1919 
WOM 6 oo cedccusies 1902-5 
P-1909 
Black Earth. .......-.- P-1915 
Bloomer.........--.--- P-1919 
Boscobel. ........-..-- 1 
P-1916 
ice hems 
Cassville. ........-.... Pr.-1907-5 
-1926 
1902-S 
P-1926 
1903-8 
P-192¢ 
1 
P-1921 
P-1914 
ae 
1907 
P-1911 
oI 
P-1919 
1915-1 
1921 
Pr.-1915-W 
“1929 
1907-5 
P-1918 
Pr.-1902 
P-1926 
1904-8 
Mise Wyoming 
ae “Soe. gillaliamel it” SSR Os ema P-1g1s 
V: 2. " P-1918 
I ieee aa 1903; wae 0llClCrULC CC P. 
P-192' § CAVET .--- 2-2 --- === “1924 
Front Royal........-.- 1892-8 past * GERM.....--------n0e- 19158 
& .-IQO1 
Tenente ee vials Suet oe P-1912 P-1923 Guernsey.....--------- P 1920-G, 0 
ES Pr.-1922-W Pi on. Ss -1928 
" P-1928 Pr.-191 3-G Lingle anoceeccceosceces P-1920 
Richlands...._.._.._.- Pr.-1921-S P-1922 i ee ee P-1922 
P-1925 Ranchester........---- P-1912 
Salem. 1892: 1904-8 South Superior. .......- 1902" 
Tang pao P-1910 3 Tort P-1914 0 
*1931 1907-+ orrington.........-.-- 1912 
Waketeid P-1931 P-1917 P-1920 
Footnotes 


6 Buffalo had a 
a See note 1a al 


‘Union aiso serves Buff: 





1 Information conflicting as to Williams. 
18 Truckee Public Utility District serves the unincorporated town of Truckee; Carson City, Nevada is also apparently included in this district. 
2 Leesburg also serves Fruitland 
3 Pierceton changed to private ownership i in 1920; originated again as a municipaily owned purchasing establishment in 1932. 
* Afton’s plant was leased | between 1897 and 1903 to a private individual. 
5 Montezuma originated in 1920 as a purchasing establishment; changed to private ownership in 1927; resumed municipai ownership in 1930 as a 
generating plant and is now said to be purchasing all of output. 
merating plant from 1910 to 1915 and resumed purchasing in 1915. 


12 Badger purchases for street lighting only. 
3 joey has teased its establisnment to a private company since 1922. 
%* Radford was generating part and purchasing part of its output between 1922 and 1928. 


7 Burdett has ener y its plant to a private company since 1921. 

$ Laurin! had some sort of municipal service before it began purchasing in 1915. 
® Waynesville had some sort of municipal service before it began purchasing in 1903. 
20 Mifflinburg was oonerstng part and purchasing part of its output between 1919 and 1921 but began purchasing all in 1922. 
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Editorial Note 


The list of municipally owned purchasing establishments in the United States which 
appears here was compiled originally from the materials collected and analyzed over a 
period of years by the Institute for Economic Research in connection with their studies of 
municipal ownership in the electric light and power industry in the United States. For 
purposes of present publication, however, this list has been further checked by comparison 
with a similar list independently compiled by Edna C. Macmahan of Columbia University 
and appearing in her monograph, “Municipal Electric Plant Managers,” published by 
Public Administration Service, Chicago, Illinois. As a result of this cooperation and of the 
attempt carefully to reconcile the discrepancies, the list here presented should be as nearly 
accurate as it is ever possible to make such a list. Not all discrepancies, of course, will be 
removed but those which remain will be attributable largely to differences in sources of in- 
formation and the difference in the publication dates of the two lists. 


Additional Data on the List of Generating Plants 


In the process of checking these two lists and of preparing the accompanying one for 
publication, some additional information has come to hand with regard to certain of the 
generating plants listed in the August issue of the Fournal. Some of these new data are in 
the nature of additions to that list, and others constitute certain changes in the list as pub- 
lished. Since this new information is of a later date (October, 1933), it may represent changes 
which have taken place since December 31, 1932 and, where such is definitely known to be 
the case, it has been so indicated. Having this current material at hand, we are making it 
available to our readers through the accompanying lists which will supplement the data on 
generating plants already published. 


I 


The following instances should be added to the list of municipally owned generating 
plants as published in the August Yournal: 


Arkansas: Piggott—generating all output (informa- erating all; Moose Lake—generating all since 1931 





tion conflicting). 

Connecticut: East Norwalk—generating part and 
purchasing part. (This is the Third Taxing District 
of Norwalk; and South Norwalk in the original list 
constitutes the Second Taxing District of Norwalk.) 

Delaware: Clayton—began as a purchasing establish- 
ment in 1932 and is now generating part and pur- 
chasing part of output. 

Indiana: Goshen—originated in 1889, using a steam 
engine, began to purchase all its output in 1927, and 
is now generating all its output. 

Iowa: Ellsworth—generating for street lighting only 
with an oil engine; Grand Junction—generating all 
since 1933 and the community is also served by a 
private company. 

Kansas: Glasco—data incomplete; Hill City—generat- 
ing all. 

Louisiana: Morgan City—began as a_ purchasing 
establishment in 1931 and is now generating all. 

Michigan: Allegan—generating all; Detour—generat- 
ing all. 

Mirinesota: Delano—originated in 1903 as a steam 
plant, began to purchase all of output in 1915, and 
has again reverted to generating all output; Hawley 
—began with a gas engine generating plant in 1908, 
changed to purchasing all output in 1922, and is 
again generating all output; Kenyon—generating all 
since 1931 (700 h. p. Diesel engine); La Seuer—gen- 


(350 h. p. Diesel engine). 

Nebraska: Sutherland—originated as a generating 
establishment in 1917 with an oil engine, changed to 
purchasing all output in 1924, and is now generating 
all. 

North Carolina: Aurora—generating part and pur- 
chasing part. 

Oklahoma: Walters—changed from private to muni- 
cipal ownership in I9I10 using a steam engine; in 
1924 it began purchasing all its output, and has now 
reverted to generating all. 

Oregon: Milton—began as a purchasing establishment 
in 1891 and changed to generating all in 1905, using 
hydro and oil engines. 

Pennsylvania: WHatfield—began as a purchasing estab- 
lishment in 1908 but has changed (probably about 
1930) to generating all. 

South Dakota: Burke—began in 1908 as a generating 
plant with an oil engine, changed to purchasing all 
output in 1929, and is again generating all output; 
Harrisburg—originated as a purchasing establish- 
ment in 1920 but has now (probably about 1930) 
changed to generating all its output; Valley Springs 
—began in 1917 as a generating plant with an oil 
engine, changed to purchasing all output in 1920, 
and is again generating all output; Worthing— 
originated as a purchasing establishment in 1920 but 
has now (probably about 1930) changed to generat- 
ing all its output. 











MUNICIPALLY OWNED PURCHASING ESTABLISHMENTS 417 


Utah: Charleston—originated as a purchasing estab- 
lishment in 1931 and now generates for street light- 
ing only. 


Wisconsin: Cashton—changed from private to muni- 
cipal ownership in 1909 and used a steam engine, 
in 1924 it began to purchase all its output, but in 
1933 started to generate again with an oil engine; 


Kewaunee—started as a generating plant with a 
steam engine in 1908 and began to purchase all its 
output in 1923 but has been generating all output 
again since 1931, using an oil engine; New Lisbon— 
originated as a generating plant with a gas engine 
in 1912 and started to purchase all output in 1921, 
but has been generating all output again since 1931, 
using an oil engine. 


II 


The following instances should be removed from the list of municipally owned generat- 
ing plants as published in the August Journal: 


Arizona: Tombstone—information conflicting. 

Colorado: Peetz—changed to private ownership; 
Arriba—changed to private ownership in 1933 (not 
on original list). 

Florida: Quincy—changed to private ownership in 
1933+ 

Georgia: Adel—purchasing all output. 

Illinois: Walshville—changed to private ownership 
in 1930. 

Kansas: Montezuma—purchasing all output (infor- 
mation conflicting). 

Massachusetts: Boston. 

Michigan: Grand Marais; Negaunee—purchasing all 
output; Newberry—purchasing all output; St. Jo- 
seph. 


Minnesota: Fosston—changed to private ownership; 
Goodrich; Granite Falls—purchasing all output; 
Lake City—purchasing all output; Leonard; Section 
Thirty; St. Vincent. 

Missouri: Wayti; Liberal. 

New York: Arcade—changed to private ownership in 
1933. 

North Carolina: Pine Tops—purchasing all output. 

Oklahoma: Edmond—purchasing all output. 

South Carolina: Abbeville—purchasing all output; 
Bennettsville—purchasing all output. 

Virginia: Front Royal—purchasing all output. 

Wyoming: Gillette—purchasing all output. 


Ill 


In the following instances subsequent information has indicated a somewhat different 
technical character of the generating plants than stated on the original list as it appeared in 


the August Fournal: 


California: Pasadena—generating all output. 

Colorado: Longmont—generating all output. 

Illinois: Newton—generating all output; Sullivan— 
generating all output. 

Indiana: New Castle—does not generate exclusively 
for street lighting; Peru—generating all output. 

Towa: Alta—generating all output; Fort Dodge— 
generates for street lighting only; Independence— 
generating all output; Strawberry Point—generat- 
ing all output; Stuart—generating all output with an 
oil engine; Tipton and West Liberty have generat- 
ing plants for stand-by service only. 

Kansas: Burlingame—generating all output; Sterling 

—generating all output; Wamego—generating all out- 
put. 

Kentucky: Corbin—generating all output. 

Maryland: WHagerstown—generating all output. 

Massachusetts: Braintree—generating all output; Hud- 
son—generating all output; Taunton—generating all 
output. 

Michigan: Crystal Falls—generating part and pur- 
chasing part; L’Anse—generating part and purchas- 
ing part;Marquette—generating part and purchasing 
part; Paw Paw—generating part and purchasing 
part; Wyandotte—generating part and purchasing 
part. 


Minnesota: Alexandria—generating all output; Hib- 
bing—generating all output; Tyler—generating all 
output. ; 

Missouri: Monroe City—generating all output. 

Nebraska: West Point—generating all output. 

North Carolina: Benson—generating all output; Tar- 
boro—generating all output. 

Ohio: Bryan—generating all output; Hamilton— 
generating all output; Martin’s Ferry—generating 
all output; Nelsonville—generating all output; Troy 
—generating all output; Waterville—generating all; 
Wellston—generating all output. 

Oklahoma: Pawhuska—generating all output. 

Oregon: Eugene—generating all output. 

Pennsyloania: Schuylkill Haven—generating all out- 
put; Sharpsburg—generating all output. 

Utah: Logan—generating all output. 

Vermont: Morrisville—generating all output. 

Washington: Tacoma—generating all output. 

Wisconsin: Lake Mills—changed from municipal to 
private ownership in 1911 with a steam engine plant 
and later began to purchase all output but has been 
generating all its output again since 1931 with an 
oil engine. 

Wyoming: Dixon—-leased its plant to a private com- 
pany. 











Book Reviews 


Moulton, Harold G. and Associates. THE 
AMERICAN TRANSPORTATION PROBLEM. 
Washington, D. C.: The Brookings In- 
Stitution, 1933. pp. lxix, 915. , 

The author has secured the assistance of 
14 specialists and members of the staff of the 
Brookings Institution, and with their aid 
has rapidly put together a large amount of 
information gathered for the National Trans- 
portation Committee of 1933. The resulting 
treatise is uneven, but some parts of it are 
very good indeed. There are six chapters on 
highway transportation, three chapters on 
terminal problems, three chapters on water 
transportation, three chapters on valuation, 
four chapters on railway finance, and indi- 
vidual chapters on oil pipe lines, air trans- 
port, railroad abandonments, railroad wages, 
the recapture clause of the Transportation 
Act, and other matters of current interest. 
There is no historical material, no reference 
to European experience, and no attempt to 
describe the organization and functioning 
of the present system of state and federal 
control; but these omissions are explained 
by the limitations under which the work of 
the National Transportation Committee 
was carried on. 

Among the parts of the book which are 
least satisfactory are the chapters cn rates, 
consolidation, and valuation. On the other 
hand, the treatment of highways, motor 
vehicles, air transport, and obsolescence in 
rail transportation is excellent. The general 
trend of the discussion is opposed to govern- 
ment support of any particular transporta- 
tion agency. It is suggested, for instance, 
that Congress should prohibit the payment 
of more than half a cent per pound-mile for 
transporting mail over any air mail route, and 
that eventually a share of the cost of airways 
should be allocated to the companies using 
them. This would certainly eliminate 
air service on routes of light traffic density; 
but the authors believe that such curtail- 
ment would be in the public interest. It is 
also argued that the cost of highway de- 
velopment provided because of highway- 
user demand for improved facilities should 
be met from payments by motor vehicle 
users. In speaking of present practice the 
belief is expressed that, on the whole, high- 
way users are now paying for highways which 


are of general use. A note explains that in 
reaching this conclusion no account is taken 
of those portions of city streets which form 
integral parts of state highway system routes. 
The reviewer has recently examined a survey 
conducted in Illinois by the United States 
Bureau of Public Roads which shows that, 
in 1930, out of $166,298,900 expended on 
all highways in Illinois, $100,100,200, or 
nearly % of all highway outlays for the year, 
were. local expenditures on city streets. 
Motor vehicles used these city thorough- 
fares, whether or not the streets were integral 
parts of the state highway system, and the 
principles which Moulton’s book lays down 
would require that a fair proportion of the 
cost of their maintenance should be charged 
to motor vehicle owners. If this were done 
the conclusion that highway users are now 
paying for highways which are of general 
use might, at least for Illinois, have to be 
revised. 

Finally, in line with the foregoing, the 
book vigorously opposes the grant of sub- 
sidies to inland waterways. Moulton’s po- 
sition with respect to the cost of inland water- 
way transportation is well known, and this 
most recent exposition adds little that is new. 
Any piece of work that is worth while will 
provoke argument, and the present volume 
is no exception to the rule. Considered as a 
whole, it is the most informing contribution 
to the discussion of American transport that 
has appeared for several years. The book is 
recommended to students, and, in addition, 
to such legislators as may find time to read 
900 well filled pages before they act regarding 
matters which the work describes. 

Stuart Daccett 


Morgan, O. S., editor. AGRICULTURAL Sys- 
TEMS oF MippLtE Europe: A Sym- 
posium. New York: Macmillan Co., 
1933. pp. xix, gob. $5. 

This is a symposium edited by Professor 
O. S. Morgan of Columbia University. Pro- 
fessor Morgan is an internationalist. He 
believes that the welfare of agriculture in 
one country is dependent in no small measure 
upon conditions of agriculture in other na- 
tions. From this hypothesis it logically 
follows that the progress of the industry is 
promoted by a widespread. understanding of 
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the problems confronting farmers in_ all 
regions. This book isa step in that direction. 
Professor Morgan’s extended experience 
abroad with the Near East Relief movement 
has made him exceptionally well qualified 
to undertake the task of enlisting contribu- 
tions from agricultural economic authorities 
in the countries treated—Austria, Bulgaria, 
Czechoslovakia, Greece, Hungary, Poland, 
Roumania, and Yugoslovia. 

Each of these contributors was furnished 
with an outline containing suggested topics 
to be covered. This method produced com- 
mendable uniformity, but at the same time 
imparted an encyclopedic tone to the con- 
tents. This latter, lh does not de- 
tract from the usefulness of the volume since 
itis obviously designed as a work of refer- 
ence. 

The treatise is remarkably free from na- 
tionalistic propaganda. It is true that the 
chapter on Hungary measures that country’s 
miseries by pre-war standards. Residual 
Hungary is continually being compared with 
before-the-war Hungary. The ills of the 
nation are laid at the door of the “so-called 
peace treaty of Trianon.” But the author’s 
contentions seem justified by the facts sub- 
mitted. 

The reader will find statistics in healthy 
detail with respect to each country, covering 
such aspects as occupational division of pop- 
ulation, land area, and the uses of the land. 
The information available on such topics 
as farmers’ incomes, the activities of coopera- 
tive associations, and agricultural education 
is not so uniformly complete. 

The discussion of land reforms occupies a 
prominent place. In practically all these 
countries, land was appropriated—generally 
large estates—by the government and par- 
celed out to peasant proprietors. The effects 
of the movement upon the agriculture of 
these countries were far reaching. Agricul- 
tural students the world over are interested 
in the methods employed in accomplishing 
such extensive changes, together with their 
social and economic results. 

American readers will be most interested, 
perhaps, in the portions devoted to inter- 
national action as an approach to the solu- 
tion of the world’s agricultural crisis. Most 
of these countries are relatively small. The 
general adoption among nations of high 
tariff and trade barrier policies tends to re- 
strict commercial activities within borders 
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entirely too confined for the maintenance of 
a healthy state of self-sufficiency. Hence 
these nations, beginning with the Warsaw 
Conference of August, 1930, have been de- 
manding international action which would 
grant them preference in western European 
markets for their agricultural staples. In 
order to do this they have advanced the pro- 
posal that the most-favored-nation principle 
not be enforced with respect to these prod- 
ucts. Hence it is not surprising that Bri- 
and’s United States of Europe proposal has 
many supporters in Middle pig 

Professor Morgan has given us a substan- 
tially worth while volume in the field of 
international agricultural relations. 

ASHER Hopson 


Prendergast, William A. Pusiic UTILitTIEs 
AND THE PeEopieE. New York: D2. 
Appleton-Century Co., 1933. pp. vii, 
379. $3. 

As its title suggests, this volume, written 
by a former chairman of the Public Service 
Commission of New York, is devoted almost 
exclusively to the problems of public regu- 
lation and ownership. Of the 21 chapters, 
two are introductory in character, three 
relate to the holding company, four to valu- 
ation, four to rates, two to the “effective- 
ness” of regulation, three to public owner- 
ship, and one chapter each to the “power 
trust,” the rate of return, and accounting. 

With respect to the holding company the 
author’s position is that in no state does the 
public service commission have the authority 
necessary to deal with the problems pre- 
sented by this form of organization. The 
holding company issue he believes to be 
“the most genuine, most acute,” connected 
with the power industry. Both the geo- 
graphic extent of holding companies and the 
presence of interstate transmission (the 
latter is said to present a very minor regula- 
tory problem) lead to the recommendation 
that a federal commission be given appropri- 
ate authority to regulate the interstate 
phases of the situation. 

“Prudent investment” is considered in- 
ferior to “present value” as a base for rate 
control. The former, according to Mr. 
Prendergast, has been advocated on the false 
assumption that dollar stability and real 
stability are identical. On the contrary, real 
stability necessitates the use of purchasing 
power rather than dollars; consequently, the 
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author advocates that initial valuations be 
made and kept up to date by the use of in- 
dex numbers of public utility costs. To the 
argument that, as the result of large fixed 
debt issues, reproduction cost benefits com- 
mon stockholders unduly during periods of 
rising prices while bondholders are restricted 
to a fixed dollar return, Mr. Prendergast 
replies that common stockholders lose cor- 
respondingly when price trends are reversed. 
As to bondholders, these investors have 
entered a situation “of their own choosing”! 
“They wanted a guarantee of dollars, not of 
purchasing power.” (p. 114). Itis not ex- 
plained why uncertainties resulting from 
cyclical price fluctuations (taken account of 
ina shifting rate-base) should be added to 
the rise and decline in earnings and divi- 
dends occasioned by the cyclical fluctuations 
of business. In practice, commissions may 
find it difficult and inexpedient in a period 
of falling prices to revise downward the 
stockholders’ equity in the rate-base because 
of the resultant peril to the credit position 
of a company and its ability to secure new 
capital. The result is that a flexible repro- 
duction cost rate-base is likely to mean a 
“heads I win, tails you lose” situation favor- 
able to the common stockholder. In view 
of the author’s position that the ability to 
secure new capital is the best test of the 
adequacy of a given rate of return, it is 
somewhat surprising that he should believe 
a fluctuating rate-base necessary to the fair 
treatment of the common stock. A manipu- 
lation of the rate of return is surely a much 
more practicable method of securing any 
desired flexibility in dividends on stock than 
is the introduction of a second variable into 
the situation. 

The fundamental test of the rightness of 
rate structures is held to be: “With pro- 
vision for a fair return to the companies, 
do the rates encourage greater use?”’ (p. 198). 
His belief in the importance of deveiop- 
mental rates leads the author to take a strong 
position in favor of a clear separation of 
customer and service costs from energy 
costs in rate construction. One is disap- 
pointed, however, to find little enlighten- 
menton the problemsof cost allocation which 
are basic to judging the fairness of domestic 
vs. power rates. The common assumption 
that power rates, which yield something 
more than immediate out-of-pocket costs 
(despite the fact that in the long run such 
sales may force an expansion of total plant 


capacity), are profitable and hence tend to 
lower domestic rates, receives no critical 
examination. There is likewise no analysis 
of the frequent charge that domestic demand 
in many cases has become off peak and hence 
entitled to a lower rate. 

The discussion of public ownership is 
pee the least helpful portion of the book; 

ut such a criticism unfortunately is true of 
many volumes besides this one. 

The quality of Public Utilities and the 
People is quite uneven. To the reviewer it 
seems that the author’s analysis is frequently 
weakened by an undue reverence for the 
opinions of courts. While in some respects 
the views presented seem ultra conserva- 
tive, the position taken toward holding 
companies and certain other matters makes 
it inappropriate to apply this appellation to 
the entire study. 

Joun D. Sumner 


Pack, Arthur Newton. Forestry: An Eco- 
NOMIC CHALLENGE. New York: Macmillan 


Co., 1933. pp. 161. $7.25. 

This book is described by the author as a 
re-thinking of forestry. It is an attempt to 
bring together in one place an appraisal of 
all the more recent developments in forestry 
of an economic nature. As a conclusion it 
advocates the preparation of a national 
land-use plan with the forest economist 
playing a leading part in its execution. 

The economic problems of forestry are 
presented in a convincing manner. The 
first half of the book is by far the more in- 
teresting; later it becomes obvious that the 
author is somewhat prejudiced against the 
work of the United States Forest Service and 
the text becomes so involved in controversy 
that readers may lose interest. On the 
whole, the volume will provide interesting 
reading for the layman, especially if he is 
one who has been a little critical of foresters 
and their work. The lay reader of this 
volume will get the impression that the 
author is imbued with a desire to do some- 
thing to advance the cause of forestry. 

On the other hand, professional foresters 
cannot be expected to take kindly to the 
author’s conclusions as expressed on page 
114, to the effect that foresters come from a 
lower class of intelligence than most of the 
reputable professions. It seems very doubt- 
fal whether the evidence supports the 
sweeping conclusions expressed in this con- 
nection. At any rate, it does not appear 
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that the discussion of the general intelligence 
of the professional foresters is especially 
helpful to a re-thinking of forestry or as a 
stimulus to economic thought among for- 
esters. 

The speculative foundation of the lumber 
industry is presented in Chapters II and 
IV. It is pointed out that the “vanishing 
forests” idea, justified or unjustified, was re- 
sponsible for the speculative rise in_ the 
price of standing timber until 1926. Now 
the profits of the business must come from 
the growing and harvesting and marketing 
of timber. “The world of wood moves for- 
ward out of its easy-going areas of waste and 
into an era where competition and changing 
conditions demand efficiency, intelligence, 
or—extinction.” 

That part of Chapter III having to do 
with forest influences is very well written. 
The many roles of the forest are summarized 
for the layman in an interesting and for- 
ward-looking fashion: 

“So what we have, then, under the great 
domain which, generically, we class as 
forests, is a multitudinous affair of varie- 
gated uses and values, demanding, for its 
highest development as a servant to man, 
equally variegated husbandry. After all, 
forestry, since it deals with the day after 
tomorrow, does involve a certain need for 
prophecy and, above all things, it demands 
a belief in the future. If one purpose for 
which forests are developed fails to be of 
great importance in the economic scheme, 
it need not follow that the care of the 
forests also ceases to be of importance. It 
only follows that some particular kind of 
care must change, and that some particular 
kind of forest must from now on be ad- 
ministered with an eye to a new use, to 
whatever use may make it of value. . . .” 

The author mentions “a certain forward 
look, a certain eagerness to change with 
changing conditions, a certain adaptability— 
opportunism” as necessary qualities for 
forest leadership. 

The author has quite incorrectly reported 
the opinions and conclusions of the Forest 
Taxation Inquiry of the Federal Forest 
Service. It seems probable that material in 
a progress report issued in April, 1928 has 
been misconstrued by the author as the con- 
clusions of the Inquiry. The contents of this 
earlier report, which is summarized on pages 
74 and 75 of Mr. Pack’s book, represented 


the most advanced thought on forest taxa- 
tion six years prior to the publication in 
May, 1933 of a portion of the conclusions 
and recommendations of the Forest Taxa- 
tion Inquiry. The balance of these conclu- 
sions is not yet published. However, neither 
the yield tax nor a tax on the value of the 
forest exclusive of the growing trees is recom- 
mended by the Inquiry. 

With reference to the abandonment of the 
general property tax is found the statement: 
“For it other nations have substituted 
systems which recognize that forest taxes 
are fairly and dependably collectible only 
when there are earnings with which they can 
be paid.” This is a popular misconception 
which has been disseminated by those con- 
nected with the lumber industry. The facts 
are that the forest taxes of the important 
forest-growing countries of Europe, which 
some have named “yield taxes”, are based 
upon the average yield capacity of the forest; 
nevertheless, they are payable each year re- 
gardless of and without relation to the cur- 
rent yield actually received. A small sever- 
ance tax in Sweden is in addition to rather 
than a substitute for the property tax. 

While this book does bring together some 
of the latest developments in forest eco- 
nomics and presents them in an easily read- 
able fashion, it cannot be regarded as an 
authoritative work. Its tendency to be con- 
troversial on topics not directly pertinent to 
the burden of the argument, as well as the 
number of inaccuracies of statement, will de- 
tract from any influence the book may have 
in accomplishing its declared purpose, to 


stimulate economic thought among foresters. 
Wave De Vries 


Kendrick, M. Slade. Taxation Issues. 
New York: Harper & Brothers, 1933. pp. 
xii, 147. $I. 

Interest in matters of taxation is always 
much greater during a depression than when 
business is expanding and prosperous. The 
appearance of Professor Kendrick’s 147-page 
volume dealing with “Tax Issues” is timely 
and it will receive more consideration than 
it would if business conditions were more 
favorable. This small book is divided into 
six chapters dealing in order with: The 
Rising Tide of Taxation, The Quest for 
Revenue, The General Property Tax, The 
Relations between State and Local Taxa- 
tion, The Shifting of Taxes, and The 
Problem of a System of Taxation. 
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In the first chapter the author presents a 
series of tables showing the growth in tax 
bills in recent years. After giving the chief 
causes for mounting public expenses and re- 
ferring to the lull occasioned here and there 
because of economic conditions, the pre- 
diction is made that “the evidence of past 
governmental expenditures, federal, state, 
and local, points strongly to a rising trend 
of taxation in the future.” In this observa- 
tion he is probably correct. In his treatment 
of the “Quest for Revenue” and “The 
General Property Tax” there is little that 
is new. Attention is called to the great 
significance of the general property tax in 
American tax programs. Of the combined 
state and local revenues approximately 80% 
is secured from this source and of the total 
tax bill of the country approximately 50% 
rests on property. 

The shortcomings of the general property 
tax as well as methods of reform, familiar 
to all students of taxation, are recounted. 
With respect to improvement, the recom- 
mendation is made that the basis for the 
assessment of real estate be changed from 
capital value to net rental value. That there 
is merit in this proposal cannot be denied. 
Such a method, rigidly adhered to, would, 
however, free from taxation vacant lots, 
growing forests, and other such types of 
realty. True, the author contends that this 
objection can “easily be remedied by intro- 
ducing a steep transfer tax on the profits 
realized from the sale of land on which no 
annual taxes have been paid.” Such a 
remedy, however, can hardly be effective in 
those cases where no transfers are made for 
very long periods. 

In discussing the relation between state 
and local taxation the author inclines to 
look with favor upon extending the practice 
of assumption of a portion of local expendi- 
tures by states through either grants-in- 
aid or shared revenues, insisting, quite 
properly, that the former method 2 eee be 
confined to payments for the maintenance 
of functions essential to the general welfare. 
The very fact, that, for economic reasons, 
a wider range of sources of revenue is avail- 
able to the state supports the position favor- 
ing aid for local governments. Though the 
plan of granting state aid in the form of 
shared revenues is not generally used, 
Professor Kendrick gives a concise analysis 
of the more important problems involved. 
He points out that this system has possibili- 


ties and is at the present time of consider- 
able importance in New York, Connecticut, 
Massachusetts, New Hampshire, New Jer- 
sey, and Wisconsin. 

The fifth chapter is devoted to a brief 
though scholarly consideration of the shift- 
ing and incidence of taxes. Analyses in turn 
are made with respect to levies upon real 
estate, tangible and intangible personalty, 
incomes, inheritances and estates, and com- 
modities. As may be expected, the observa- 
tions lead to the conclusion that some taxes 
remain where first placed, while others are 
shifted. But the author points out that 
“the matter of shifting with its various con- 
siderations of supply and demand and its 
possibilities of introducing incidence effects 
into fields remote from the one taxed is still 
further complicated by the fact that in some 
instances it 1s affected by the expenditure of 
tax funds.” 

The sixth and final chapter is concerned 
with the problem of a system of taxation. 
As more and more of the national income is 
absorbed for governmental purposes, the 
problem of relations in a tax system becomes 
more significant. In solving this problem 
Professor Kendrick observes that consider- 
ation must be given to levies “for discrimi- 
nation as well as for revenue.” As for the 
revenue division of a properly constituted 
tax system, the thesis is advanced that 
“whenever the benefits arising from a par- 
ticular governmental expenditure can be 
allocated to a particular source, that tax 
source should pay for this expenditure.” 
This thesis, the author maintains, differs 
from the benefit theory in that the alloca- 
tion is to be made to “economic groups” and 
not to individuals. Moreover, this approach, 
unlike the benefit theory, “makes possible 
the use of the principle of ability to pay.” 
We are inclined to the belief that the author 
underestimates the difficulties involved in 
allocating many governmental expenditures 
to specific tax sources. In framing the other 
division of a tax system composed of levies 
for purposes, in part, other than revenue, 
no general rule can be laid down regarding 
the rates to be applied. Regarding such 
taxes the author observes that but three 
questions need to be asked: Is the end of 
discrimination justified? Is taxation the 
proper means? Will the proposed rate 
accomplish the desired result? 

No very thorough analysis of the multi- 
tude of tax problems in the modern state 
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can be crowded into a work of this size. The 
treatment is necessarily concise, though very 
readable, and every page reflects the com- 


petence of the author. This little book should 
appeal to the general reader as well as to the 
student. Marion K. McKay 





Book Notices 


Duncan, Julian Smith. Pusuiic anv Pri- 
VATE OPERATION oF RatLways IN Bra- 
zit. New York: Columbia University 
Press, 1932. pp. 243. $3.75. 


This study represents an effort to dis- 
cover whether federal, state, or private op- 
eration of railways in Brazil gives the best 
results from the standpoint of general eco- 
nomic welfare. It is a case study in public 
versus private operation of railways which is 
complicated by the changing status of con- 
trol from private to federal and from federal 
to state operation, and by the effects of a 
fluctuating unit of currency, the milreis, 
which has injured both public and private 
credit and buying power. 

The story of railway development in 
Brazil offers a close parallel to that of 
Canada; in both countries the federal 
government subsidized private construction 
in advance of traffic, guaranteed the interest 
on the companies’ securities sold abroad, and 
was obliged to acquire most of the private 
lines when they experienced financial diffi- 
culties. Some of the Brazilian lines have 
remained under direct federal control; 
others have been leased to private operators 
and to state governments. War-time fi- 
nancial difficulties arising out of higher 
operating expenses and costs of capital ag- 
gravated the drift back to public control. 
The post-war period is characterized by an 
increase in state operation of lines rented 
from the federal government. As in Canada, 
the more prosperous mileage has been re- 
tained under private operation. At the end 
of 1930 the federal government owned 59% 
and operated 29% of the total mileage; state 
governments owned 19% and operated 23%; 
private companies owned 31% and operated 
48%. 

The study is divided into four parts: (1) 
the history of imperial and federal govern- 
ment railway policy is described, with special 
attention to the last two decades; (2) 
changes in policy and operating results of 
roads which have changed their type of 


ownership from public to private, or vice 
versa, are examined; (3) a privately owned 
and operated railway is compared with a 
similar railway owned and operated by a 
state government, and another privately 
operated road with a federally operated 
line; (4) comparisons are made of certain - 
hases of operation of all federal and state 
ines with those of lines operated by private 
companies. 

The conclusions of the study may be sum- 
marized as follows: (1) The force of circum- 
stances brought the federal government into 
the picture as owner and operator of the 
unprofitable lines, leaving private capital in 
possession of the profitable ones. (2) The 
most significant changes in types of opera- 
tion within the past two decades have been 
from private to state operation. Analysis 
shows that standards of maintenance and 
operation have improved as a result. (3) 
The comparison of a federal line, the Central 
do Brazil, with the privately operated 
Paulista, two roads operating under similar 
territorial and traffic circumstances, results 
in a verdict in favor of the latter, largely on 
the grounds that too large a proportion of 
the annual revenues of the former goes to 
support an excessive payroll. (4) A com- 
parison of all railways reveals that “exces- 
sive expenditure for personnel, with its 
consequent weakening of the physical plant, 
is probably the outstanding weakness of 
federal government administration.” Also, 
while the federal government was not re- 
sponsible for the defects of operation arising 
out of low traffic density (assuming the eco- 
nomic necessity of railway construction in 
advance of traffic), at its feet may be laid 
blame for failure to adjust railway rates up- 
ward in keeping with the depreciation of the 
milreis, the inefficient layout of the original 
lines, and the continued selling of transpor- 
tation below out-of-pocket costs. (5) The 
period of state operation is too short to sup- 
port conclusions with regard to the relative 
merits of state and private operation, but 
so far the comparison is not unfavorable to 
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the former. (6) The existence of a depreci- 
ated currency has made financial success 
more difficult than it otherwise would be, 
since rolling stock, rails, and fuel have had to 
be purchased abroad. The annual deficits 
of the federal government lines are but part 
of a larger problem of a balanced budget. 

The author is careful to avoid any general- 
izations about the relative merits of private 
versus government operation of railways. As 
he states in his introduction, “The advisa- 
bility or non-advisability of government 
ownership and operation depends on the 
specific conditions in each country, and 
probably no general rule can be given” 
(p. 14). His study is, nevertheless, valuable 
in throwing light upon the general question. 
After a sufficient number of studies, similar 
to this in scope, have been made for those 
countries where both private and public 
lines are in operation, the way may be open 
for broad generalizations on this important 
problem. 

The study has interest for American read- 
ers at this time because it adds another ex- 
ample to a growing list of cases of countries 
wherein the extension of government credit 
to private industry has led almost inevitably 
to public control. 

The style of the book is rather dull. 
Meticulous attention has been paid to docu- 
mentation, and a long appendix contains 
detailed financial and operating statistics. 

HERBERT E. DovuGa.i 


Taylor, Alonzo E. Corn ano Hoc Surpius 
oF THE Corn Bett. Palo Alto, Cal.: 
Stanford University Press (Food Research 
Institute), 1932. pp. xxi, 658. $4.50. 

Those who read this 650-page book will 
at once be impressed with the tremendous 
amount of factual material the writer has 
assembled and the thoroughness with which 
the subject has been treated. Dr. Taylor 
covers not only the subject of corn and hogs 
but virtually the whole field of world pro- 
duction, commerce, and consumption of 
animal, vegetable, and marine fats and oils. 
Data, materials, and points of view have 
been drawn from many sources, but little 
of the factual material on the economic 
phase will be entirely new to those familiar 
with the field of agricultural economics. 

The book is divided into two parts con- 
sisting of six chapters each. Part I is devoted 
to the “nature, extent and consequences of 
a surplus of corn and hogs.” In these 


chapters the discussion revolves around pro- 
duction and disposition (domestic and ex- 
port) of corn and hogs, and factors determin- 
ing the prices of these products. In Part II 
the author addresses himself to the problem 
of “amelioration of the consequences of a 
surplus of corn and hogs.” Under measures 
of amelioration, he discusses in detail the 
Equalization Fee, the Export Debenture, 
and the Farm Allotment Plan under the 
rather appropriate heading, “External Meth- 
ods of Farm Relief.” In these measures he 
places little confidence. The last chapter 
entitled “Internal Methods of Farm Re- 
lief” is devoted to a somewhat detailed dis- 
cussion of technical improvements in farm 
management, in production methods and 
practices, and in the adjustment of supply 
of corn and hogs to demand. An appendix 
of 73 pages, consisting of data and statistical 
analyses, furnishes supporting evidence for 
various parts of the text. 

Dr. Taylor’s training, as manifested in 
his previous writings, has qualified him ex- 
ceptionally well to discuss the technical 
phases of the relative values of corn, pork 
and pork products, and their substitutes as a 
food. Throughout much of Part I (Chapters 
I to 6) a discussion of the chemistry of pro- 
cessing of animal, plant, and marine fats and 
oils is woven into the treatise. This phase 
of the problem is in point in bringing to the 
fore the present and possible future competi- 
tion between the various animal, vegetable, 
and marine facts and oils and the effect of 
this competition on pork and lard consump- 
tion and prices. Throughout the discussion 
of the physical science phases of the subject 
the style of writing is free, flowing, rather 
delightful, and very lucid. In the social 
science phases the author’s meaning is some- 
what less explicit. For instance, while the 
subject of a surplus is discussed at consider- 
able length, the definition of a surplus leaves 
the reader without a clear-cut understanding 
of what is meant by the term. On page 58 
we find: “Perhaps the most useful definition 
of surplus is to regard as surplus outturn 
more of the commodity than can be sold at a 
profit.” 

This still leaves undefined what is meant 
by “profit.” Whose profit is referred to, 
that of the better farmer, the average 
farmer, or the marginal farmer? If the 
latter, is it the marginal farmer on good, 
average, or poor lands? — 
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On page 61 he speaks of an operative 
surplus: ‘““We shall stand on safe ground, as 
well as on clear, if we limit ourselves to the 
consideration of what may be termed the 
operative surplus . . . Any pee of 
the commodity in excess of the existing 
facilities of distribution and salesmanship 
represents for that season a supply beyond 
effective demand—an operative surplus.” 
Again on page 65 a somewhat different con- 
cept of a surplus is introduced: “Under these 
circumstances, farmers try to define the 
surplus largely by the prices of corn and hogs, 
and by the rural carry-over of corn.” Also 
on page 66 it is indicated that corn surpluses 
manifest themselves not in corn but in hogs: 
“As we have stated, the real surplus lies not 
in corn itself but in the animals in which the 
largest fraction of the crop is marketed.” 

The author’s position with respect to corn 
and hog surpluses may be epitomized by the 
following excerpts. 

po : ; 

Without question, the oils of the coconut, 
the palm, the soy bean, the cottonseed, and 
the peanut can be laid down in the United 
States for a cost far below that to which the 
most efficient husbandman can aspire.” 
(page 20) 

“From the lowest edible grease to butter 
is a continuous series of overlapping pro- 
ducts; and outside of butter, it is not too 
much to say that with appropriate treat- 
ment every vegetable fat and oil can be 
used as a substitute, within limits, for every 
animal fat and oil.” (page 23) 

“‘We expect the use of milk fat to be in- 
creased, that of beef and sheep tallow to be 
heavily reduced. As between vegetable oils 
and lard, it strikes us that the consumption 
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of lard will suffer most.” (page 29) 

“Apparently, therefore, the surplus of 
corn is persisting; and within the next few 
years, increase in the surplus is not impos- 
sible under favorable climatic conditions.” 
(page 72) pear 

“Signs forecasting increase in exports of 
corn (from the United States) are not in 
evidence. The corn exports of the future 
will come from Argentina, South Africa, 
Russia, and the Danube states, except in 
the event of a fortuitous set of crop circum- 
stances.” (page 161) 

“Relief yi h expansion of demand is 
not to be hoped for.” (page 582) 

Methods of ameloriation are discussed in 
detail as they apply to corn and hogs but the 
author makes clear the fact that any plan 
is fraught with difficulties. “In short’, 
says the author, “an examination of the 
export debenture on corn may be dismissed 
as little more than a dialectic exercise.” 
(page 456) 

Considerable faith is placed on control 
methods: “The common idea that generi- 
cally agriculture cannot adjust production 
to demand and that urban industry does so 
effectively is a fiction. Adjustment occurs 
in all lines, in some more easily than in 
others, and the difficulties are not consis- 
tently on the side of agriculture.” (page 582) 

Two or three years’ experience under the 
present Agricultural Administration Act 
should determine to what extent production 
adjustment falls in the catagory of fiction or 
fact. We shall leave this question to be 
answered by the course of events as directed 
by the so-called “‘brain trust.” 

W. P. Mortenson 
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Ready Now! 


The Complete List of ALL MUNICIPALLY 
OWNED ELECTRIC ESTABLISHMENTS in the 


United States are included:in 


1. The list of Municipally Owned GENERATING Plants, published 
in the August issue of the Journal and containing 


the name ofthe town 

the total horsepower capacity 
the types of prime mover used 
the date of origin 





2. The list of Municipally Owned PURCHASING Establishments, 
published in the November issue of the Journal and containing 


the name of the town 

the date of origin and status at origin 

the date of beginning to purchase all current distributed 
and also additional data on the Generating Plant list. 








D. 


Reprints of these lists are available at 50 cents each. 
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